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FOREWORD 


Since  the  inception  of  our  social  security  system,  the  Social 
Security  Administration  has  maintained  an  interest  in  foreign 
social  insurance  programs.  It  publishes,  triennially,  Social  Secu- 
i  rity  Programs  Throughout  the  World,  a  summary  of  pertinent 
information  on  more  than  one  hundred  countries.  Comparative 
and  analytical  studies  have  also  appeared  in  the  Social  Security 
Bulletin  or  as  research  reports.  This  report  centers  on  certain 
current  social  security  issues  in  the  Federal  Republic  of  Germany. 

Germany,  the  pioneer  in  social  insurance,  attracts  the  investi- 
gator for  two  reasons:  it  offers  the  evidence  of  long  experience 
with  a  basic  structure  of  social  insurance,  as  well  as  significant 
innovations  which  find  imitators  in  other  countries.  The  first  part 
of  the  following  report  analyzes  one  such  innovation — West  Ger- 
many's dynamic-pension  concept,  the  semiautomatic  adjustment 
of  long-term  benefits  to  wage-level  changes.  The  second  part  high- 
lights certain  aspects  of  West  Germany's  sickness  insurance,  a 
branch  of  social  security  which  conceptually  has  changed  but  little 
since  its  enactment  in  1883. 

The  report  benefited  from  the  author's  short  visit  to  the  Fed- 
eral Republic  of  Germany  in  June  1965,  which  gave  him  the 
opportunity  of  interviewing  a  number  of  officials  in  West  Ger- 
many's Ministry  of  Labor  and  Social  Affairs,  social  security  ad- 
ministrators, employer  and  trade  union  representatives,  and  lead- 
ing social  security  experts  of  the  major  political  parties. 

Thanks  to  their  invaluable  cooperation,  the  report  presents  as 
comprehensive  a  picture  of  the  status  of  public  discussions  of 
selected  problems  in  Germany's  old-age,  survivors,  and  disability 
insurance,  and  sickness  insurance  as  a  foreign  observer  could 
assemble  in  a  necessarily  limited  time.  Many  of  the  issues  under 
discussion  in  the  Federal  Republic  are  sufficiently  closely  related 
to  subjects  of  present  and  future  concern  to  the  American  social 
security  system  to  warrant  bringing  this  report  to  the  attention 
of  the  widest  possible  audience. 

Ida  C.  Merriam, 
Assistant  Commissioner  for  Research  and  Statistics. 

December  1965. 


iii 


CONTENTS 

Page 

Part  I. — Trends  in  West  Germany's  Dynamic  Pension 


Laws:  1965    1 

Introduction    2 

Coverage  of  the  OASDI  System   3 

Relation  of  OASDI  Benefits  to  Previous  Earnings   6 

The  Level  of  Income  Maintenance   9 

Dynamic  Pensions    13 

Problems  of  Financing    21 

Administration    30 

EEC  and  Harmonization   31 

Some  Observations   33 

Part  II. — Notes  on  the  German  Sickness  Insurance:  1965.  .  35 

Coverage    35 

Benefits   36 

Financing   39 

Organization    40 

Selected  Issues    44 

Remuneration  of  Physicians   50 

Doctors'  Incomes   53 

Some  Observations   54 


LIST  OF  TABLES 

Page 


Average  monthly  pensions  in  current  DM   17  • 

Expenditures  of  the  German  OASDI  system  for  manual  | 
workers  and  salaried  employees,  not  including  mine- 
workers   18 

Government  subsidies  to  German  OASDI  for  manual 
workers  and  salaried  employees   22 

Investments  of  public  pension  funds  in  the  Federal  German 

Republic  as  of  December  31,  1963    28 

Social  security  expenditures  as  percentage  of  gross  na- 
tional product  in  the  countries  of  the  European  Eco- 
nomic Community,  1958-62    32 

Percentage  distribution  of  social  security  expenditures,  by 
branch,  in  the  countries  of  the  European  Economic 
Community,  1962    32 

OASDI  expenditures  as  percentage  of  national  income  in 
the  countries  of  the  European  Economic  Community, 
1960-62    33 

Sickness  insurance  expenditures,  1961-63   38 

Organization  of  German  sickness  insurance  funds,  1964-65  41 


vi 


PART  I 


TRENDS  IN  WEST  GERMANY'S 
DYNAMIC  PENSION  LAWS:  1965 

In  1957  the  Federal  Republic  of  Germany  undertook  a  major 
reform  of  its  old-age,  survivors,  and  disability  insurance 
(OASDI)  system.^  This  reform  has  attracted  a  great  deal  of 
attention,  which  centers  on  the  provision  for  tying  OASDI  bene- 
fits to  changes  in  the  wage  level.  Since  there  are  adequate 
descriptions  of  the  1957  West  German  OASDI  system  in 
English,-  this  part  of  the  report  can  limit  itself  to  a  mere 
schematic  description  of  the  present  German  old-age-benefit 
system  as  an  introduction  to  the  following  discussion. 

The  remainder  of  this  part  of  the  report  will  concentrate,  first, 
upon  five  topics  of  the  1957  legislation:  (1)  the  establishment  of 
parallel  regulations  for  the  old-age  and  invalidity  pensions  for 
manual  and  white-collar  employees,  (2)  the  reestablishment  of  a 
wage-related  pension  system,  (3)  the  emphasis  upon  maintaining 
a  relatively  high  benefit  level,  (4)  the  tying  of  newly  awarded 
and  currently  paid  pensions  to  the  wage  level,  and  (5)  the  financ- 
ing of  the  system.  The  study  then  touches  on  (6)  certain  adminis- 
trative problems,  (7)  the  position  of  the  German  OASDI  system 
within  the  European  Economic  Community,  and  concludes  with 
(8)  an  appraisal  of  the  future  of  the  program. 


^  The  Wage  Earners  and  Salaried  Employees  Pension  Insurance  (Reorga- 
nization Acts)  February  21,  1957,  available  in  the  ILO  Legislative  Series, 
1957,  German  Federal  Republic,  No.  1,  May-June  1958. 

2  "West  German  Parliament  Approves  General  Increase  in  Pensions,"  U.S. 
Department  of  Health,  Education,  and  Welfare — Social  Security  Administra- 
tion, Research  and  Statistics  Note  No.  1,  January  4,  1959;  "A  Form  of 
Pension  Insurance  Schemes  in  the  Federal  Republic  of  Germany,"  Industry 
and  Labor,  Vol.  XVIII,  No.  6,  September  15,  1957,  pp.  235-242;  Theodor 
Blank,  "Situation  and  Problems  of  Social  Security  in  the  Federal  Republic 
of  Germany,"  ISSA  Bulletin,  XIII,  June  1960,  pp.  261-269;  Kurt  Jantz, 
"Pension  Reform  in  the  Federal  Republic  of  Germany,"  International  Labour 
Review,  February  1961,  pp.  136-155.  See  also:  "Adjustment  of  Old- Age 
Pensions  to  Fluctuations  in  Economic  Conditions-Federal  Republic  of  Ger- 
many," ISSA  Bulletin,  March-April  1962,  pp.  67-70;  and  "The  General 
Bases  of  Calculation  and  the  Income  Limits  for  Calculation  of  Contribu- 
tions in  the  Statutory  Pension  Schemes  from  1  January  1963,"  ISSA 
Bulletin,  January-February  1963,  pp.  49-51. 
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Introduction 


German  workers  and  salaried  employees,  the  latter  up  to  a 
certain  income,  are  compulsorily  insured  against  the  risks  of  old 
age  and  invalidity.  A  14-percent  payroll  tax,  borne  in  equal 
shares  by  the  insured  and  the  employer  and  supplemented  by  a 
federal  subsidy  and  interest  on  invested  reserves,  finances  old- 
age  and  survivors  benefits,  total  and  partial  invalidity  pensions, 
sickness  insurance  for  the  beneficiaries,  rehabilitation  measures, 
and  a  variety  of  ancillary  benefits  in  kind.  The  payroll  tax  applies 
to  employee  wages  and  salaries  up  to  a  movable  ceiling,  the  double 
of  the  national  average  of  wages  and  salaries.  This  amount  also 
determines  the  upper  limit  for  the  benefits. 

An  insured  person's  newly  awarded  old-age  benefits  are  deter- 
mined by  his  previous  earnings,  his  working  life,  and  the  ''stand- 
ard computation  base."  His  previous  earnings  are  not  taken  at 
their  absolute  figure.  Instead,  they  are  expressed  as  percentages 
of  the  then-prevailing  national  average  wage,  and  these  percent- 
ages are  averaged  over  his  working  life.  This  individual  computa- 
tion factor,  a  percentage,  multiplied  by  the  number  of  years 
credited  to  him,  is  then  multiplied  by  the  general  standard  com- 
putation base,  the  average  of  national  wage  and  salary  averages 
for  the  three  years  preceding  the  award.  The  resulting  product, 
multiplied  by  a  coefl^cient  of  1.5,  yields  the  old-age  pension, 
available  at  age  65  after  a  minimum  qualifying  period  of  15  years. 
The  pension  is  increased  by  10  percent  of  the  national  wage  and 
salary  average  for  each  dependent  child,  but  not  for  spouses. 
Surviving  spouses  receive  60  percent;  full  orphans,  20  percent; 
and  half  orphans,  10  percent  of  the  primary  benefit.  Orphans 
are  also  entitled  to  the  dependent-children  payment. 

Current  pensions  (pensions  in  the  course  of  payment)  are 
annually  adjusted  to  wage-level  changes  by  legislative  action.  The 
legislature  is  assisted  in  this  regard  by  the  report  of  a  Social 
Advisory  Board  and  by  biennial  forecasts  of  the  relation  of  the 
expected  financial  resources  to  the  future  requirements  of  the 
reserve  funds.  These  are  maintained  by  the  insurance  carriers, 
about  20  self -governed,  semipublic  agencies  organized  on  a 
''Land"  (State)  basis  for  manual  workers  and  one  federal  in- 
stitute for  salaried  employees.  These  public-law  carriers  are 
supervised,  if  their  jurisdiction  is  limited  to  a  specific  Land 
(State),  by  the  respective  Land  labor  office;  if  they  transcend 
State  lines,  by  a  federal  (social)  insurance  office  in  Berlin. 

Similar  provisions  apply  to  the  disabled. 
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Coverage  of  the  OASDI  System 


At  present,  the  old-age,  survivors,  and  disability  insurance 
legislation  of  the  Federal  Republic  of  Germany  covers,  basically, 
wage  earners  and  salaried  employees.  It  is  neither  universal,  nor 
egalitarian,  nor  centralized.  Coverage  is  obligatory  for  all  wage 
earners  and,  since  July  1,  1965,  for  salaried  employees  up  to  an 
annual  income  of  DM21,600.^  Separate  federal  schemes  cover 
mineworkers,  farmers,  and  artisans.  Bismarck's  pioneering  sys- 
tem covered  only  a  small  part  of  the  economically  active  popula- 
tion, i.e.,  some  of  the  politically  most  active  manual  workers.  The 
scope  grew  only  slowly  to  the  present  level  of  approximately  93 
percent  coverage  of  the  employed  and  about  60  percent  of  the 
self-employed  labor  force.^ 

Historically,  German  labor  law  and  practice  make  a  clear  dis- 
tinction between  manual  workers  and  salaried  employees.  The 
favored  white-collar  worker  enjoys  the  higher  social  status,  some- 
where between  the  manual  worker  and  the  privileged,  higher  Civil 
Service.  As  a  group,  white-collar  workers  also  have  a  higher  in- 
come. As  in  many  other  countries,  the  difference  is  diminishing. 
The  rise  in  income  and  status,  and  the  economic  importance  to 
industry,  of  the  upper  stratum  of  manual  workers  (the  more 
highly  skilled  workers  and  the  foremen)  result  often  in  higher 
take-home  pay  for  the  latter  than  for  a  large  number  of  the 
white-collar  employees  engaged  in  routine  jobs.''  The  narrowing 
of  the  income  gap,  the  increasing  inadequacy  of  the  legal  defini- 
tion which  divides  the  labor  force  into  those  with  predominantly 
manual,  and  others  with  predominantly  mental,  exertions  and  the 
"demonstration  effect"  of  the  Anglo-American  system,  with  which 
the  Germans  became  familiar  during  the  occupation  period, 
facilitated  the  1957  equalization  of  OASDI  rules  for  these  two 
categories. 

Administration  of  OASDI  is,  however,  still  maintained  sepa- 
rately. The  manual  workers  look  to  20  State  (Laender)  insur- 


One  DM  (Deutsche  Mark)  =  US$0.25. 

^  Estimates  based  upon  Theodor  Blank  statement  for  1956,  op.  cit.  (16.8 
million  insured  of  18.1  million  employed). 

5  The  role  of  the  salaried  employees  in  the  economy  is,  however,  growing. 
In  1950,  salaried  employees  represented  16  percent;  in  1961,  21.7  percent 
of  the  labor  force.  Manual  workers  have  remained  at  51  percent,  while  the 
shares  of  self-employed  and  family  workers  have  fallen.  While  the  absolute 
number  of  white-collar  employees  continues  to  grow  (8,154,000  in  1964  over 
7,874,000  in  1963),  manual  workers  decreased  in  number  (from  13,150,000 
in  1963  to  12,857,000  in  1964)  in  an  expanding  labor  force  (Federal  Min- 
istry of  Labor  and  Social  Affairs  [abbreviated  hereafter  as  BMf AS]  Arbeits- 
und  Sozialstatistische  Mitteilungen,  April  1965,  p.  69). 
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ance  carriers,  while  the  white-collar  employees'  insurance  is  ad 
ministered  by  one  central  organization  for  the  Federal  Republic. 
These  quasi-governmental  organizations  maintain  self-governmen 
through  elected  representatives  of  employers  and  employees  oi 
their  boards  of  directors.  Labor  representation  is  recruited,  ii 
the  case  of  the  manual  workers,  from  tl  of  the  Germai 

Federation  of  Labor  (DGB);  in  the  case  of  the  white-collai 
workers,  representatives  of  the  Federation  of  Salaried  Employee: 
(DAG),  a  separate  national  labor  organization,  together  witl 
other,  smaller  white-collar  organizations,  and,  occasionally,  so 
called  ''free  lists"  of  unorganized  employees,  compete  with  DGI 
representation.  The  primarily  political,  prestigious,  and  occasion 
ally  economically  significant  stake  that  the  various  organization; 
have  in  self-administration,  together  with  historical  and  socio 
logical  factors,  effectively  prevent  purely  governmental,  unifie( 
administration.  Some  degree  of  coordination  is  provided  by  th( 
Ministry  of  Labor  and  the  voluntary  Association  of  German  Pen 
sion  Insurance  Carriers  (Verband  Deutscher  Rentenversicher 
ungstraeger,  e.V.) . 

Uniformity  of  laws  does  not  equalize  the  size  of  the  pension 
which  because  of  the  income  differences  varies  between  as  wel 
as  within  the  two  groups.  Because  of  the  income  differential  ii 
favor  of  salaried  employees,  the  average  of  all  (old-age  anc 
invalidity)  white-collar  pensions  is  considerably  higher  than  tha' 
of  the  manual  workers  (1963:  DM287.70  per  month  vs.  174.50) 

The  upper  income  limit,  where  obligatory  insurance  for  salarie( 
employees  ends,  was  originally  drawn  to  incorporate  95  perceni 
of  this  group.  Time  lags  in  adjusting  the  statutory  limit  reducec 
the  proportion  to  such  an  extent'  that  the  Government  proposec 
automatic  adjustment  of  the  compulsory  limit  to  wage-leve 
changes  (dynamism)  while  the  minority  Social  Democratic  Partj 
(SPD)  advocated  fully  compulsory  coverage  of  all  white-collai 
and  manual  employees.  The  recently  established  DM21,600  limii 

6  The  majority  of  insured  employees,  the  manual  workers,  fall  under  li 
State  insurance  carriers,  a  separate  insurance  carrier  for  seamen,  anc 
another  for  railway  employees,  disregarding  the  8  insurance  carriers  fo] 
mineworkers,  which  fall  under  a  special  regime.  All  white-collar  employeej 
fall  under  the  "Federal  Salaried  Employee  Insurance  Institute"  in  Berlir 
(Ubersicht  ueber  die  Soziale  Sicherung  in  der  Bundesrepublik  Deutschland 
edited  by  Dieter  Schewe  and  Karlhugo  Nordhorn,  Federal  Ministry  of  Laboi 
and  Social  Affairs  [cited  hereafter  as  Soziale  Sichei^ng],  1964,  p.  74). 

'  In  1964,  under  the  DM15,000  annual  limit,  82.4  percent  of  all  white^ 
collar  employees  and  67.1  percent  of  their  payroll  were  covered  (report  by 
BMfAS  prepared  for  this  writer,  June  1965). 
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is  designed  to  restore  the  obligatory  white-collar  coverage  ratio 
to  near  95.1  percent  and  82.8  percent  of  their  payroll.^  Even  so, 
highly  qualified  and  academically  trained  technical  personnel  are 
likely  to  escape  compulsory  coverage  from  the  beginning  of  their 
career.^ 

The  German  pension  system  includes  a  voluntary  continuation 
of  the  insurance  status  of  those  salaried  employees  whose  income 
later  exceeds  the  statutory  limitation,  if  they  have  been  covered 
compulsorily  for  five  years  within  the  last  ten  years.  Unfortu- 
nately, there  are  no  exact  figures  available  as  to  the  percentage  of 
the  insured  who  take  advantage  of  this  provision.  One  estimate^" 
runs  close  to  50  percent  of  this  group.  The  salaried  worker  who 
continues  voluntarily  is  solely  responsible  for  the  payment  of  the 
total  payroll  contribution,  since  the  employer  is  no  longer  obli- 
gated to  pay  half  of  the  share.  In  consequence,  those  who  con- 
tinue voluntarily  prefer  in  many  cases  to  pay  the  lowest  possible 
contribution  to  obtain  the  necessary  number  of  years  to  be 
awarded  a  pension  (15  years).,  They  are  not  compelled  to  main- 
tain the  contribution  at  the  same  level  at  which  they  were  insured 
preceding  the  time  that  their  income  exceeded  the  ceiling,  or  to 
make  regular  payments.  They  are  free  to  affix  whatever  insur- 
ance stamps  they  obtain  at  the  post  office  at  any  time  they  see  fit. 
The  SPD  proposal  for  compulsory  coverage  of  all  white-collar 
workers  would  obviate  the  problem.  Independent  of  this  proposal, 
both  major  political  parties  propose  to  liberalize  voluntary  con- 
tinuation by  dropping  the  requirements  from  five  years  to  one 
month  within  the  last  ten  years. 

As  indicated  above,  separate  schemes  have  been  developed  to 
assist  farmers  and  artisans  in  their  old  age.  These  two  sections 
amount  to  62  percent  of  the  3  million  self-employed.  An  additional 
number  of  the  self-employed  in  commerce  and  trade  (750,000) 
who  were  formerly  employed  continue  voluntarily  in  OASDI.  To 
attract  the  vote  of  the  remaining  one-fourth  of  the  self-employed 


^  This  brought  another  300,000  to  400,000  salaried  employees  with  incomes 
between  DM15,000  and  21,600  under  the  compulsory  scheme,  still  leaving 
350,000  white-collar  workers  uninsured  ("Insurance  1965:  a  Survey  by  The 
Economist,"  p.  xxvi  The  Economist,  July  24,  1965). 

9  Among  those  compulsorily  covered,  17  percent  of  all  salaried  employees  in 
1964  earned  more  than  200  percent  of  the  "general  basis,"  the  national  wage 
and  salary  average  for  the  preceding  three  years. 

10  The  Government's  actuarial  report  of  1964  ( Versicherungstechnische 
Bilanzen,  January  1,  1961,  to  January  11,  1963,  p.  79)  assumes  that  only 
one-fourth  of  that  portion  of  the  white-collar  earnings  which  exceeded  the 
compulsory  ceiling  was  covered  by  voluntary  insurance. 
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in  the  1965  elections,  the  political  parties  promised  them  some 
form  of  old-age  and  invalidity  insurance  coverage.  The  Social 
Democrats  (SPD)  advocated  a  separate  system  for  the  self-em- 
ployed on  a  voluntary  basis,  while  the  Christian  Democrats 
(CDU)  were  willing  to  absorb  them  into  the  present  OASDI 
system.  ^1  The  attitude  of  the  not-yet-covered  self-employed  was 
mixed.  Some  of  them,  particularly  in  the  professions  (doctors, 
lawyers,  journalists,  etc.),  which  constitute  approximately  9  per- 
cent of  the  self-employed,  already  have  insurance  coverage,  in 
some  cases  compulsory,  under  Laenderwide  schemes,  or  have 
arrangements  through  their  professional  organizations.  Some 
oppose  federal  government  action  on  principle.  Others,  however, 
reason  that  since  the  farm  population  is  heavily  subsidized  from 
general  revenue  and  since  the  Federal  Government  makes  sizable 
contributions  to  the  OASDI  pension  program  from  the  same 
source,  they  are  also  entitled  to  benefit  from  a  scheme  which  is 
financed  through  their  taxes. 

There  are  good  reasons  to  expect  in  the  future  some  extension 
of  the  present  pension  system  to  parts  of  the  labor  force  not  here- 
tofore covered.^^  There  is,  on  the  other  hand,  little  likelihood  of 
the  introduction  of  a  universal  system,  as  advocated  by  the  Social 
Democrats  in  the  early  Fifties. 

Relation  of  OASDI  Benefits  to  Previous  Earnings 

Prior  to  1957,  the  German  old-age  and  invalidity  insurance 
benefit  consisted  of  two  parts:  a  flat  pension  and  an  individual 
supplement.  The  ''basic"  pension  fulfilled  the  function  of  a  mini- 
mum benefit.  The  supplement  was  determined  by  the  average  of 
previous  earnings  and  the  length  of  employment  for  which  con- 
tributions were  collected.  For  a  variety  of  reasons — some  con- 
nected with  an  identification  of  the  basic  pension  with  charity 
payments,  others  resulting  from  dissatisfaction  with  the  in- 
adequate results — the  1957  reform  departed  from  this  pattern  and 
reverted  to  a  proportional  wage-related  benefit  structure,  affected 


^1  For  the  SPD:  see  Die  Volksversicherung  1965,  pp.  18-22;  see  also 
R.  C.  Bartholomaei  in  Sozialer  Fortschritt,  September  1965,  pp.  196-198; 
for  CDU:  Joseph  Stingl,  MP,  in  Die  Welt,  May  29,  1965;  Berliner 
Aerzteblatt,  June  2,  1965. 

12  Theodor  Blank,  Minister  of  Labor,  in  an  article  in  Sozialer  Fortschritt^ 
September  1965,  pp.  193-196  (in  which  he  submits  a  somewhat  different  pro- 
posal for  coverage  of  the  self-employed  from  the  beginning  of  their  career 
as  employee  until  age  40  or  45,  i.e.,  for  25  years  in  a  separate  fund)  con- 
siders this  problem  of  paramount  importance  for  the  near  future. 
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by  the  number  of  years  for  which  contributions  were  paid 
or  credited.  The  law  accepted  neither  the  principle  of  basing  the 
pension  on  the  annuitant's  last  income,  nor  of  averaging  all  his 
actual  past  earnings.  Instead,  the  benefit  is  related  to  past 
earnings  by  the  average  of  the  ratios  of  an  individual's  actual 
earnings  each  year  throughout  his  lifetime  of  coverage  to  that 
year's  national  combined  average  of  wages  and  salaries  as  an- 
nounced by  the  Ministry.  This  is  the  individual  computation 
factor,  a  percentage  figure.  If,  for  instance,  in  a  15-year  employ- 
ment record,  the  annuitant's  wages  average  80  percent  of  the 
respective  national  wage  averages,  the  pension  awarded  would 
carry  the  same  relation  to  the  * 'general  base  for  pension  computa- 
tion," established  by  the  Ministry  of  Labor  for  the  year  in  which 
the  pension  is  computed.  This  holds  true  until  a  limit  of  200 
percent  of  the  general  base  (the  average  of  the  national  wage 
averages  for  the  past  three  years  preceding  the  computation  year) 
has  been  reached. 

Under  this  prescription,  salaried  employees,  who  as  a  rule  start 
their  career  with  low  incomes  which  grow  until  retirement  to 
exceed  that  of  the  manual  workers,  may  fare  somewhat  worse 
than  manual  workers,  whose  wages  do  not  show  such  great  fluc- 
tuations over  their  working  life.  The  early  years  of  the  career 
of  salaried  employees  when  their  income  represents  a  relatively 
small  percentage  of  the  official  annual  national  wage  average 
would  tend  to  depress  the  individual  factor  and  their  pension.'-^ 
This  explains  in  part  the  white-collar  employee's  reluctance  to 
continue  insurance  voluntarily  (see  above)  at  a  higher-than- 
minimum  level. 

Another  result  of  this  aspect  of  the  benefit  formula  was  to  in- 
crease the  spread  between  the  lowest  and  the  highest  pension, 
which  formerly  ranged  in  the  order  of  1  to  3  to  a  ratio  of  1  to  10. 
This  greater  spread  leads  to  quite  low  pensions  for  persons  with 
low  incomes,  few  years  of  covered  employment,  or  both. 

Because  of  greater  spread  of  more  or  less  strictly  earnings- 
determined  benefits,  pensions  of  certain  workers,  particularly 
women  who  leave  the  labor  market  during  marriage  and  mother- 
hood and  return  only  a  short  time  before  their  retirement,  could 
yield  less  under  the  new  1957  law  than  under  the  old  system.  As 
a  consequence,  various  proposals  to  reintroduce  a  basic  or  mini- 
mum pension  have  been  made.  The  Social  Democratic  Party 
advocated,  in  its  people's  pension  program  1965,  a  minimum  bene- 


"  See  Heubeck,  Der  Rentenberater,  Vol.  II,  pp.  39-41. 
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fit  equal  to  two-thirds  of  the  general  computation  base.  If  ac- 
cepted, this  proposal  would  have  yielded  at  that  time  a  minimum 
pension  of  DM240  per  month  after  40  years  and,  since  pensions 
increase  with  years  of  employment,  DM300  after  50  years  of 
covered  employment.  W.  Mischnick  of  the  Free  Democratic  Party 
(FDP)  proposed  a  universal  ''basic"  (Sockel)  pension,  to  be 
financed  from  the  government  subsidy  to  OASDI.  This  arrange- 
ment would  have  provided  a  monthly  benefit  of  DM100  and  be 
linked  to  the  price  level. Others  relied  on  the  relatively  liberal 
provision  of  the  German  public  assistance  program,  based  on  the 
means  test,  to  supplement  the  very  lowest  of  the  OASDI  benefits 
of  the  needy.  However,  there  is  no  evidence  that  public  welfare 
payments  have  increased  since  1957  on  account  of  lov/  social 
security  benefits. 

If  the  benefit  formula's  emphasis  on  past  earnings  and  the 
length  of  coverage  is  considered  separately,  the  benefit  would 
come  closer  to  the  concepts  of  private  than  social  insurance.  Miss- 
ing in  the  West  German  benefit  computation  is  the  ''weighted 
benefit  formula"  concept  of  the  United  States  system,  whereby 
the  low  income  earners  receive  for  each  dollar  of  contribution  a 
much  higher  pension  than  those  with  higher  incomes.  Disregard- 
ing for  the  moment  the  "dynamic"  characteristic  of  the  German 
pension  system,  to  be  discussed  later,  the  "social  insurance  effect" 
has  also  been  somewhat  restored  in  the  post-1957  German  pension 
scheme  by  permitting  the  crediting  for  periods  when  the  insured, 
for  reasons  beyond  his  control,  was  unable  to  make  any  contribu- 
tions, as  for  instance  military  service,  prisoner-of-war  status,  and 
political  internment  by  the  Nazi  regime  or  in  the  Soviet  Zone. 
By  this  device,  the  German  concept  of  group  solidarity  has  been 
introduced  into  the  system.  This  concept  rests  on  the  idea  that 
economically  active  labor  and  inaimgement  share  some  of  the 
burden  which  the  political  events  of  the  recent  past  created  for 
the  individual,  an  application  of  tlie  concept  of  collective  respon- 
sibility to  social  insurance. 

Under  a  different  heading,  periods  of  inability  to  work  as  a 
result  of  sickness  or  accident,  pregiiancy  mid  childbirth,  and  un- 
employment, but  also  continued  ediication^  vocational  training. 


In  addition  to  this  base,  he  suggested  m  15-year  eompislsory  wage-related 
old-age  insurance,  based  on  a  10-percent  employee  ccsutrlbtition  between  the 
ages  25-40.  After  age  40,  the  employee  is  free  to  buy  either  additional  insur- 
ance or  to  invest  the  10  percent  he  is  no  longer  compelled  to  contribute  to 
what  amounts  to  a  modified  provident  fund  (see  Sozial-politische  Mitteilungen 
der  FDP,  July  1963). 
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and  university  study,  are  counted  toward  the  number  of  years 
which  enter  into  the  benefit  formula.  Complicated  distinctions  as 
to  the  impact  of  these  various  substitute  and  excused  time  spans 
are  drawn,  which  cannot  be  detailed  here/^  The  effect  of  these 
and  other  very  detailed  provisions,  as  well  as  the  way  several  of 
the  other  factors  in  the  benefit  formula  are  derived,  is  as  a  rule 
difficult  for  the  employee  to  understand.  There  are  complaints 
about  widespread  ignorance  among  the  insured  as  to  the  actual 
amount  of  pension  they  can  expect.  A  new  professional  has  come 
into  being:  the  pension  advisor,  whose  services  are  sought  by 
persons  about  to  retire.  This  new  professional  group  is  in 
particular  demand  among  management  officials,  higher  paid 
salaried  employees,  and  others  who  face  the  problem  of  finding  the 
best  combination  of  OASDI  with  supplementary  arrangements, 
including  private  insurance. 

The  Level  of  Income  Maintenance 

As  indicated  above,  to  arrive  at  the  benefit,  the  1957  law  multi- 
plies the  product  of  the  individual's  computation  factor  (a  per- 
centage figure)  and  the  general  base  for  the  computation  of 
benefits  (a  DM  figure),  in  the  case  of  old-age  and  full  disability 
pensions,  by  1.5  for  each  year  the  annuitant  was  either  insured 
or  for  which  he  was  credited.^''  An  employee  who  is  credited  for 
each  year  with  100  percent  of  the  average  national  wage  for  40 
years  will  be  awarded  a  pension  which  amounts  to  60  percent  of 
the  general  base.  If  he  is  credited  with  50  years,  he  will  receive 
75  percent.  The  goal  of  75  percent  was  used  by  the  proponents  of 
the  legislation  to  stress  the  idea  that  the  new  1957  OASDI  sys- 
tem had  shifted  from  protection  against  hardship  to  the  main- 
tenance of  an  income  which  should  enable  the  annuitant,  as  a 
matter  of  right  and  regardless  of  his  capital  or  other  income,  to 
maintain  practically  the  same  standard  of  living  (allowing  for 
the  more  modest  requirements  of  older  persons)  that  he  had 
enjoyed  during  the  last  years  of  his  active  working  life.  The 
prospect  of  achieving  a  pension  equal  to  75  percent  of  the 


^5  A  good  illustration  of  the  considerable  difficulties  of  these  provisions, 
further  complicated  by  the  amendment  to  the  German  OASDI  of  April  2, 
1965  (designed  to  overcome  certain  hardships  which  the  former  benefit 
formula  created  for  beneficiaries),  is  provided  by  Carla  Orsinger,  ''Die 
Rentenformel  nach  dem  Rentenversicherungs-Aenderungsgesetz,"  in  pie 
Angestelltenversicherung,  July  1965,  pp.  193-197.  I 

16  See  also  under  "Introduction." 
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annuitant's  last  income  was  politically  appealing.^^  This  is  the 
percentage  used  for  the  determination  of  pensions  of  the  higher 
civil  service,  the  most  favored  group  of  employees,  which  all  other 
groups  seek  to  emulate.  Prior  to  1957,  the  system  also  projected 
a  high  nominal  pension.  An  insured  person  was  to  achieve  after 
40  years  a  pension  of  70  percent  of  the  average  of  former  remun- 
erations for  which  contributions  had  been  made.  However,  in 
many  cases,  the  average  of  actual  earnings  covered  inflationary 
periods  with  inadequate  reevaluations  and  long  time  spans  with 
controlled  low  wage  levels;  it  also  reflected  periods  of  unem- 
ployment and  was  expressed  in  monetary  units  of  greatly  fluctuat- 
ing value.  As  a  result,  in  1956  the  average  pension  amounted  to 
only  34.5  percent  of  the  wages  then  currently  paid  to  active 
workers  in  comparable  occupational  categories. Even  this  repre- 
sented a  significant  advance  over  earlier  periods.  In  1891,  the 
pension  covered  only  13  percent,  in  1937,  20.5  percent  of  the  last 
wage  received  before  retirement. 

Seven  years  of  experience  with  the  1957  law  produce  a  some- 
what clearer  picture  of  the  attainable  results  under  the  present 
benefit  formula.  Taking  the  average  of  all  male  and  female, 
manual  and  white-collar,  and  new  current  beneficiaries,  the  single 
old-age  annuitant^'^  received  in  1964  approximately  47.7  percent 


1'  The  German  Federation  of  Labor  couples  the  demand  for  reduced  age 
requirements  (60)  with  the  request  for  a  75-percent  pension  (Aktions- 
programm  1965,  No.  7).  In  the  1963  "Basic  Program"  the  DGB  demanded 
that  the  Federal  government  provide  a  basic  pension  from  general  revenues 
and  guarantee  a  wage-related  individual  supplement  (pp.  21-22). 

The  Social  Democratic  Party's  election  platform  on  Social  Security  (Die 
Volksversicherung,  pp.  10-11)  does  not  raise  the  75-percent  question,  but 
would  make  retirement  between  62  and  68  optional  with  pensions  graduated 
accordingly.  Full  pensions  are  accorded  to  retirees  at  age  62  if  the  bene- 
ficiary withdraws  from  the  covered  labor  market.  If  the  65-year-old 
continues  in  covered  employment,  then  it  is  proposed  not  only  to  continue  the 
receipt  of  his  pension,  as  now,  but  if  he  pays  social  security  contributions 
that  he  earn  an  additional  pension  claim  at  the  rate  of  1.5  percent  of  annual 
earnings.  If  he  foregoes  current  pension  receipts,  while  working  after  age 
65,  his  deferred  pension  is  proposed  to  increase  by  7.5  percent  per  year  of 
deferment  up  to  a  maximum  of  22.5  percent  of  annual  earnings.  This 
proposal  has  found  some  acceptance  on  the  part  of  the  Christian  Democratic 
Union  (Bonn  Airgram  A-2127  of  June  23,  1965,  p.  4). 

1^  BMf  AS,  Grundsatzfragen  Sozialer  Sicherheit-Rentenversicherung  der 
Arbeiter  und  Angestellten,  p.  7.  See  also  Jantz,  op.  cit..  International  Labour 
Review,  February  1961,  p.  137. 

To  prevent  too  hasty  comparisons  with  other  systems,  it  should  be  kept 
in  mind  that  the  German  old-age  and  survivor  system  does  not  provide  for 
payment  to  wives.  The  pension  is  increased  for  children,  who  receive  10 
percent  of  the  general  computation  base.  One  child  would  increase  the 
average  ratio  from  47.7  percent  to  55.7  percent;  two  children,  to  63.7  percent, 
etc.  In  addition,  in  any  international  comparison,  account  must  also  be 
taken  of  the  family  allowances  and  educational  grants. 
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of  his  last  pay;  the  fully  disabled,  50  percent.  The  great  discre- 
pancies between  male  and  female,  and  manual  and  white-collar 
income  lead  to  considerable  variations.  For  1963,  the  newly  com- 
puted benefits  (reached  after  40  years  of  covered  employment) 
were  expected  to  reach,  for  manual  workers,  60  percent  of  last 
pay;  for  salaried  employees,  50  percent  of  last  pay.  In  effect,  in 
1964  the  average  old-age  pension  paid  to  male  manual  workers, 
expressed  in  relation  to  their  last  pay,  amounted  to  approximately 
48  percent;  for  female  manual  workers,  29  percent;  for  male 
salaried  employees,  54  percent;  and  for  female  salaried  employees, 
31  percent.-"*  These  figures  would  put  salaried  employees  in  a  more 
favorable  position  than  manual  workers.  Support  for  these  find- 
ings can  be  found  in  the  statement  that  in  1963  about  75  percent 
of  male  salaried  employees  received  an  old-age  pension  within 
the  50-90  percent  range.-' 

The  benefit  formula  carries  over  into  the  pension  the  great 
disparities  in  the  wage  and  salary  income  of  the  active  labor 
force,  as  well  as  the  great  variety  of  covered  employment.  The 
75-percent  goal  has  hardly  ever  been  reached.  Apart  from  the 
fact  that  few  men  work  for  more  than  45  years  and  many  women 
for  even  fewer  years,  this  is  to  a  significant  degree  a  result  of  the 
manner  in  which  the  general  base  for  benefit  computation  is  estab- 
lished.-- The  general  computation  base  is  not  identical  with  the 
national  average  wage  for  the  year  preceding  that  of  the  deter- 
mination of  the  old-age  benefit.  Instead,  it  represents  the  average 


Computed  on  the  basis  of  data  provided  in  June  1965  by  the  Ministry 
of  Labor  and  the  Association  of  German  Pension  Insurance  Carriers.  This 
computation  covers  all  old-age  (but  not  widow)  pensions  paid  out  in  the 
reference  period,  whether  newly  awarded  or  pensions  "in  force." 

21  Giese  and  Orsinger,  in  Die  Angestelltenversicherung,  1963,  p.  265. 

22  The  complicated  formula,  the  result  of  strenuous  efforts  to  find  an 
equitable  solution  to  the  manifold  problems  of  claims  accumulation  in 
turbulent  times,  created  new  inequities,  which  the  so-called  "hardship 
amendment"  of  April  2,  1965,  mentioned  a^bove  in  footnote  15,  sought  to 
alleviate.  Such  efforts  are  bound  to  further  complicate  the  benefit  formula, 
which  even  in  its  earlier  form  defied  public  understanding.  The  Social  Dem- 
ocratic Party  was  proposing  a  simpler  formula  for  computation  of  benefits, 
by  means  of  a  point  system  (Die  Volksversicherung,  1965,  pp.  28-33),  similar 
to  the  Swedish  system,  to  give  the  law  greater  clarity  and  appeal.  It  also 
proposed  a  significant  change  in  the  benefit  formula  to  prevent  old-age 
pensions  from  being  unduly  affected  by  lower  incomes  within  the  last  ten 
years  of  working  time.  This  move  has  been  stimulated  by  the  fear  that 
automation  may  increase  obsolescence  of  acquired  skills,  forcing  older 
workers  to  be  replaced  by  machines  and  forced  into  lower  paid  occupations. 
According  to  this  proposal,  the  benefit  formula  would  be  tied  to  the  wages 
paid  between  the  ages  45  and  55  or  at  age  65,  whichever  is  higher.  The 
present  law  permits  retirement  at  age  60  when  unemployed  for  a  full  year. 
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of  the  national  average  wages  for  the  three  years  preceding  the 
year  in  which  the  pension  is  awarded.  This  means  that  in  a 
period  of  very  rapid  increases  in  the  wage  level,  the  general  base 
lags  substantially  behind  current  wage-level  changes.-'  For  new 
pensions  starting  in  1965,  the  average  of  the  announced  national 
average  wages  for  1961  to  1963  would  be  determining.  Assuming 
that  wage-level  increases  were  approximately  uniform  in  these 
■  years,  the  annuitant's  wage  would  be  set,  for  all  practical  pur- 
poses, at  the  1962  level.  In  other  words,  it  would  be  guided  by  a 
wage  index  which  did  not  encompass  wage-level  increases  in  1963, 
1964,  or,  of  course,  1965.  This  solution,  which  acts  as  a  brake  on 
escalation,  was  introduced  to  delay  dynamism,  reduce  the  effect 
of  violent  fluctuations  of  wage  levels  on  pensions,  and,  in 
deference  to  a  then-prevailing  fear,  reduce  inflationary  pressure. 

In  spite  of  the  fact  that  the  wage-level  adjustment  is  delayed 
by  three  years  in  the  case  of  new  pensions  and,  as  will  be  shown 
later,  by  four  years  in  the  case  of  current  pensions,  the  combina- 
tion of  the  principle  of  relatively  high  benefits  with  that  of 
adjusting  them  to  wage-level  changes  resulted  in  a  sharply  in- 
creased pension  level. 

The  1957  OASDI  system  has  improved  the  average  pension  by 
one-third  (in  real  terms)  above  the  previous  pension  level.  The 
West  German  formula  yields  one  of  the  highest  pensions  in  rela- 
tion to  last  income  in  the  Western  world. This  remains  true, 
although  a  pension,  after  40  years  of  service,  of  40  or  45  per- 
cent— or  if  wages  fail  to  increase  at  the  present  rate,  of  50  or  52 
percent — does  not  guarantee  the  maintenance  of  a  standard  of 
living  substantially  identical  to  that  enjoyed  immediately  before 
retirement.  Such  benefits  could  be  more  accurately  described  as 

-3  The  cumulative  effect  of  such  annual  lags  led  to  a  total  lag  of  36  percent 
for  pensions  as  against  wages  between  1957  and  1964.  Up  to  1963,  the  sum 
of  annual  pension-level  increases,  although  showing  impressive  gains  year 
by  year,  fell  behind  the  sum  of  annual  wage-level  increases  with  44  percent 
^    versus  63  percent  over  1957. 

In  December  1964,  in  the  United  States,  the  average  monthly  old-age 
benefit  for  retired  workers,  reflecting,  of  course,  the  considerable  number  of 
minimum  benefits  resulting  from  very  liberal  eligibility  provisions,  amounted 
to  $77.57  (Social  Security  Bulletin,  August  1965,  p.  31),  the  average  annual 
earnings  of  full-time  employees  to  $5,393  (Survey  of  Current  Business, 
February  1965,  p.  19).  Hence,  old-age  benefits,  represented  17.2  percent  of 
wage  and  salary  income  for  the  single  beneficiary.  If  the  retired  worker's 
spouse  was  entitled  to  supplementary  benefits,  the  December  1964  monthly 
benefits  increased  by  $40.23  to  $117.80,  which  represented  26.2  percent  of 
the  average  annual  earning  of  full-time  employees. 


12 


maintaining  a  substantial  proportion  of  income,-'^  a  ''sound  basis 
kept  through  its  life  in  reasonable  relation  to  wage-level  changes." 

As  a  result  of  the  relatively  high  benefit  level,  private 
supplementary  old-age,  survivors,  and  disability  plans  have  not 
spread  in  Germany  as  widely  as  in  other  countries,  nor  are  they 
expanding  at  a  very  rapid  pace.-«  Still,  DM20.7-22.3  billion  are 
estimated  to  have  been  set  aside  in  1962  for  this  purpose,  covering 
7  to  10  million  employees.  This  amount  is  estimated  to  be  increas- 
ing by  two  billion  DM  each  year.^'  However,  a  very  substantial 
portion  of  the  amount,  perhaps  80  percent,  represents  book- 
keeping transactions  only.  Unilaterally  designated  by  manage- 
ment for  this  purpose,  the  funds  remain  invested  by  the  enter- 
prise without  conferring  enforceable  rights  on  the  employees.^^ 

Dynamic  Pensions 

The  core  of  the  German  pension  reform  of  1957  lies  in  the  ad- 
justment of  pensions  in  force  to  wage-level  changes.  As  indicated 
above,  the  wage  level  to  which  new  pensions  are  adjusted  is  not 
the  last  year's  but  the  average  of  the  three  years  preceding  the 
year  in  which  the  pension  is  awarded.  For  the  adjustment  of 
pensions  in  force,  another  year's  delay  has  been  added,  since  no 
adjustment  in  current  pensions  was  made  in  1958.  Furthermore, 
pensions  in  force  are  not  adjusted  automatically,  but  by  annual 
legislative  action  which  benefits  from  the  report  of  an  advisory 
board,  a  group  of  experts  from  the  ranks  of  employers,  labor,  the 
public,  and  a  representative  of  the  central  bank.  The  government 
transmits  the  report  with  comments,  its  own  recommendations, 
and  a  draft  bill  to  the  two  houses  of  Parliament.  In  adjusting 
pensions  in  force,  the  legislature  draws  also  on  a  biennial  govern- 
ment report  on  the  actuarial  and  financial  aspects  of  the  OASDI 

Kurt  Jantz  at  the  Convention  of  the  German  Association  for  Actuarial 
Science,  Division  of  Mathematics  for  Insurance,  Hamburg,  March  11,  1965. 
Unpublished  verbatim  account,  p.  17. 

Franz  Spiegelhalter,  Der  Unsichtbare  Lohriy  1961,  p.  45. 

Confederation  of  German  Employers  Associations,  Annual  Report,  1964, 
p.  96.  According  to  Spiegelhalter,  p.  31,  49  percent  of  ail  enterprises  had 
made  provisions  to  supplement  OASDI.  These  arrangements  cover  around 
50  percent  of  the  respective  work  force.  As  expected,  there  is  a  heavy 
concentration  in  large  enterprises,  particularly  in  the  steel  industry. 

-8  Only  the  so-called  "Pensions-Kassen"  are  subject  to  government  super- 
vision and  entitle  the  worker  to  additional  pensions;  "Unterstuetzungs- 
kassen"  are  funds  earmarked  without  entitlement.  Enterprise  funds  are 
designated  as  "Pensionsruecklegungen."  The  first  two  groups,  according  to 
Franz  Spiegelhalter  (op.  cit.,  p.  18),  represented,  in  1957,  20  percent  of  the 
total  enterprise  allotment  to  supplementary  pensions. 
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system,  with  projections  of  income  and  expenditures  for  a  30- 
year  period.  The  Social  Advisory  Board  is  not  bound  to  accept, 
as  the  only  criterion,  the  wage-level  changes  applicable  to  last 
year's  adjustment  of  newly  accorded  pensions.  It  may  come  to  a 
different  conclusion  on  the  basis  of  its  findings  with  respect  to 
the  development  of  productivity,  the  assessment  of  national  eco- 
nomic capacities,  changes  in  per  capita  income  of  the  active  labor 
force,  and  the  financial  situation  of  the  pension  insurance  institu- 
tions. What  has  happened,  however,  is  that  the  constantly 
rising  wage  level,  the  excellent  economic  performance  of  the 
German  economy,  and  the  constant  growth  of  the  reserve  funds 
have  enabled  the  German  Parliament  so  far  to  overcome  the 
occasionally  more  conservative  Advisory  Board  reservations  and 
recommendations  and  increase  pensions  in  force  by  the  same  per- 
centage rate  as  the  increase  in  the  preceding  year's  general  com- 
putation base. 

The  one-year  lag  between  the  adjustment  of  pensions  in  force 
and  the  adjustment  of  new  pensions  has  helped  to  build  up  the 
reserve  fund.  As  may  be  recalled,  given  a  fairly  steady  rate  of 
increase  in  the  wage  level,  new  pensions  reflect  the  change  in  the 
wage  level  of  three  years  past.  The  adjustment  of  old  pensions 
is  based  on  wage-level  changes  which  occurred  four  years  previous- 
ly. As  in  the  case  of  newly  accorded  pensions,  this  long  lag  cre- 
ates some  problems  when  rapid  wage-level  increases  of  the  past 
coincide  with  a  slackened  pace  in  wage-level  change  in  the  current 
year,  and  although  this  has  not  yet  occurred — these  problems 
would  be  aggravated  if  the  current  wage  level  failed  to  show  an 
increase,  or  declined.  If  pensions  were  to  increase  at  a  greater 
rate  than  current  wages,  the  active  labor  force  would  feel  the 
contribution  burden  more  keenly,  since  this  burden  would  not  be 
absorbed  by  payroll  increases,  and  management  would  join  the 
fight  for  lower  payroll  tax  rates.  Then  the  Advisory  Board,  faced 
with  the  prospect  of  a  faster  rising  outgo  than  input,  would  view 
the  future  of  the  reserve  funds  with  concern  and  be  inclined  to 
suggest  smaller  adjustments  of  current  pensions.  To  avoid  such  a 
dilemma  in  the  future,  it  may  suggest  higher  contributions  or 
subsidies,  a  longer  delay,  lower  benefits,  or  combinations  thereof. 
In  its  1964  report,  for  instance,  the  Social  Security  Ad- 
visory Board  recommended  that  a  9.4-percent  pension  increase 
be  accompanied  by  a  1-percent  increase  in  contributions.  Al- 
though there  have  been,  so  far,  three  years  in  which  the  rate  of 
current-pension  adjustment  outdistanced — although  only  slightly 
— current  wage-rate  changes  (1959,  1963,  and  1965),  neither  the 
government  nor  Parliament  has  hesitated  to  disregard  such  con- 


14 


siderations.  Up  to  now  they  have  been  proven  right  by  the  ensu- 
ing year's  economic  development,  when  large  wage  increases 
tended  to  close  the  gap. 


Wage-level  OASDI 
Year  Increases  benefit  increases 


1958  5.7%  — 

1959  5.1  6.1% 

1960  8.9  5.9 

1961  10.2  5.4 

1962  8.7  5.0 

1963  6.1  6.6 

1964  8.1  8.2 

1965  8.0  est.  9.4  a 


a  For  1966,  the  Federal  Government  intends  to  propose  to  Parliament  an 
increase  of  8.3  percent  (Embassy  dispatch  No.  698,  November  8,  1965,  p.  21). 

It  is  this  semiautomatic  adjustment  of  pensions  in  force  to 
wage-level  changes  which  has  attracted  the  most  interest  on  the 
part  of  the  international  social  security  community.  Of  the  two 
features — automatism  and  adjustment  to  wage-level  changes — 
the  first  contrasts  clearly  with  the  ad  hoc  adjustment  of  current 
pensions  in  most  other  social  security  systems,  including  that  of 
the  United  States.-^  Since  the  economic  effects  of  the  wage-level 
adjustment  were  not  easily  foreseeable  in  1957,  and  the  effects  of 
wage-adjusted  pensions  on  consumption,  i.e.,  the  inflationary 
danger,  were  apparently  overestimated,  the  government  and  the 
parliamentary  majority  opposed  full  automaticity.  The  legislative 
branch  of  the  German  government  refused  to  ''abdicate  its  power 
to  the  technicians  of  the  Federal  Statistical  Office,  or  the  Ministry 
of  Labor  and  Social  Order."  In  spite  of  the  fact  that  Parliament 
has  voted  consistently  for  the  same  changes  in  the  levels  of  bene- 
fits which  a  fully  automatic  adjustment  formula  would  have 
yielded — a  seven-year  record  which,  had  it  been  known  in  advance 
to  the  1957  legislature,  could  have  supported  the  full  automaticity 
concept — the  decision  to  insist  on  an  annual  legislative  review 
may  have  been  a  wise  one.  The  system  has  still  to  weather 
economic  adversity  or  even  reduced  rates  of  growth  before  a 
final  judgment  can  be  reached.  Also,  as  a  consequence  of  the  very 
favorable  development  of  pensions  in  recent  years,  the  demands 
have  subsided  for  full  automaticity  and  adjustment  of  pensions 


29  Robert  J.  Myers,  "The  Effect  of  Dynamic  Economic  Conditions  on  a 
Static-Provision  National  Pension  Scheme,"  a  paper  presented  at  the  XVII 
International  Congress  of  Actuaries,  May  1964.  The  same  author  offers  an 
ingenious  proposal  for  automatic  adjustment  of  the  maximum  earnings  base 
under  OASDI  in  the  Journal  of  Risk  and  Insurance,  September  1964, 
pp.  329-340. 
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to  current  wage-level  changes  voiced  earlier  by  the  German 
Federation  of  Labor  and  the  Social  Democratic  Party.  There  is 
a  weak  movement  discernible  for  reducing  the  one-year  additional 
time  lag  in  the  adjustment  of  current  benefits  as  against  that 
for  new  awards. 

The  second  aspect  of  dynamism,  the  idea  of  adjustment  of 
benefits  to  wage-level  changes,  was  first  discussed  on  the  inter- 
national level  at  the  26th  meeting  of  the  ILO  in  1914.  The 
concept  appeared  again  in  the  annex  to  ILO  Recommendation  67, 
par.  24  (11).  In  Germany,  the  idea  was  advanced  in  many 
places — in  particular  on  the  part  of  the  German  Federation  of 
Labor  and  the  Social  Democratic  Party.  The  realization  of  the 
idea  benefited  most  from  the  writing  of  Professor  Dr.  Wilfrid 
Schreiber,  of  the  politically  important  Federation  of  Catholic 
Employers. 

In  the  postwar  period  before  1957,  West  Germany  had  adjusted 
outstanding  old-age  pension  claims  several  times  without,  how- 
ever, fully  satisfying  the  pensioners.  Their  dissatisfaction  cen- 
tered on  a  comparison  of  their  benefits  with  price  and  wage 
development.  Prices,  which  had  risen  astronomically  until  the 
currency  reform  of  1948,  increased  more  slowly  thereafter,  but 
wages,  which  in  the  first  years  of  reconstruction  had  been  held 
down  by  union-management  wage  restraint,  climbed  fast  in  the 
1950's.  As  a  consequence,  political  pressure  from  pension  groups 
mounted.  The  continuous  prosperity^^  in  the  decade  of  1950 
strengthened  the  government's  willingness  to  accept  some  mild 
form  of  semiautomatic  adjustment  of  pensions  to  price-  or 
wage-level  change.  The  case  of  wage-level  adjustment  gained  too 
many  friends  to  be  any  longer  ignored.  The  literature  of  that 
time,  drawing  the  usual  distinction  between  charitable  public 
assistance  and  the  legal  entitlements  under  social  insurance, 
accepted  the  concept  of  protection  of  cash  payments  against  loss 
of  purchasing  power  through  ad  hoc  price-level  adjustment  as 
adequate  only  for  the  task  of  providing  the  needy  with  food  and 
shelter.  As  for  social  insurance  benefits,  designed  to  guarantee 

•'5"  See  Bund  Katholischer  Unternehmer,  "Existenzsicherheit  in  der  indus- 
triellen  Gesellschaft-Vorschlaege  zur  Sozialreform,"  Schriftenreihe  des 
Bundes,  Bd.  3,  Colog-ne  1955,  and  his  "Sozialpolitik  in  der  Sozialen  Markt- 
wirtschaft"  in  G.  Griess  and  F.  W.  Meyer,  Wirtschaft^  Gesellschaft  und 
Kultur:  Festgabe  fuer  Alfred  Muller-Armack,  Berlin,  1961. 

•■^1  Between  1950  and  1957,  GNP  had  increased  in  constant  prices  by  78.7 
percent,  productivity,  by  60  percent.  The  share  of  wages  and  salaries  in 
the  national  income  had  risen  from  58.6  to  59.7  percent  (Statistical  Year- 
hook,  1964,  p.  548). 
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the  retired  worker  an  adequate  income,  it  was  felt  that  these 
should  be  allowed  to  increase  in  proportion  to  the  improvement 
in  the  standard  of  living  which  the  active  labor  force  had  cur- 
rently achieved.^-  At  first,  the  idea  of  a  ^'productivity  pension", 
which  would  link  pensions  to  a  productivity  index,  was  advanced. 
This  idea  failed,  partly  for  conceptual  reasons.  Instead,  there 
emerged  the  dynamic  pension,  the  linking  of  pensions  to  the 
earned  incomes  of  the  gainfully  employed.  This  choice  was  to 
benefit  the  beneficiaries  greatly.  Between  1957  and  1964,  the 
cost  of  living  increased  by  16.2  percent,  and  productivity,  by 
||.  approximately  32.3  percent,  while  pensions  rose  by  67.6  percent.-^' 
The  1957  reform  brought  about,  almost  immediately,  a  spec- 
tacular rise  in  the  average  old-age  and  disability  benefit.  Manual 
workers'  pensions  increased  between  1957  and  1958  by  59.3 
percent;  salaried  employees',  by  65.9  percent. 


Average  monthly  pensions  in  current  DM 


Manual 

Salaried 

Year 

workers 

employees 

1950 

60.50 

92.90 

1957 

90.40 

137.90 

1958 

144.00 

228.80 

1959 

144.50 

231.60 

1960 

152.00 

244.50 

1961 

159.60 

258.60 

1962 

167.20 

273.40 

1963 

174.50 

287.70 

1964 

184.80 

307.70 

1965  (Jan.) 

223.00 

371.10 

Sources:  Government  Report  on  Pensions,  September  18,  1964,  p.  24; 
Arbeits-  unci  Soziahtatistische  Mitteilungen,  April  1965,  pp.  83-84,  and 
BMf  AS  report  to  this  writer,  June  1965. 

This  sharp  rise,  as  well  as  the  increase  in  the  number  of  bene- 
ficiaries,"^^ resulted  in  increased  old-age,  survivors,  and  invalidity 
insurance  expenditures. 

Generally,  wages,  reflecting  rising  productivity,  had  increased  more 
rapidly  than  prices  in  almost  all  industrial  nations  between  1945  and  1957, 
resulting  in  real  gains  in  the  standard  of  living  of  the  working  population. 

■^^  BMf  AS  report  to  this  writer,  June  1965. 

•^^  Between  1963  and  1965  the  number  of  old-age  and  widow  pensions  of 
the  manual  workers  increased  from  5,141,000  to  5,357,000  (4  percent),  of 
the  salaried  employees  from  1,624,000  to  1,741,000  (8  percent).  By  1976 
the  number  of  workers'  pensions  is  expected  to  be  122  percent,  the  salaried 
employees'  benefits,  138  percent,  of  the  1963  base.  After  that  date  the 
percentage  increase  is  expected  to  slow  down.  The  respective  1986  figures 
are  121  percent  and  141  percent  (Soziale  Sicherung,  1964,  p.  48). 
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Expenditures  of  the  German  OASDI  System 
for  Manual  Workers  and  Salaried  Employees, 
Not  Including  Mineworkers 


Year 


Total  expenditures 
(including  sickness 

insurance,  health 
measures,  and 

administration ) 


Benefits 


Total 
expenditures 
as  of  1950 


Number  of 
pensions 
in  force 


(in  billions  of  DM) 


1950 
1956 
1957 
1961 
1962 

1963  (estimates) 


3.3 
8.5 

12.5 
19.6 
22.5 
23.6 


2.8 
7.2 
10.7 
15.5 
16.8 
18.1 


(percent) 

100 
259 
381 
601 
671 
724 


(in  thousands) 

3,907 
6,288 
6,481 
7,316 
7,440 
7,543 


Source:  Arbeits-  und  Sozialstatistische  Mitteilungen,  April  1965,  p.  83-84, 
and  Soziale  Sicherung,  p.  53. 

These  expenditures  represented  an  increasing  proportion  of  the 
gross  national  product  and  national  income.^'^ 


Year 

1957 
1960 
1963 


GNP 

6.3% 
6.9% 
7.1% 


NI 

8.4% 
8.9%; 
9.3% 


Source:  BMfAS  report  to  this  writer,  June  1965. 


At  the  same  time,  the  ratio  of  all  social  security  expenditures  to 
GNP  and  NI  remained  fairly  stable. 


Year 

1957 
1960 
1963 


GNP 

13.2 
13.1 
13.4 


NI 

17.7 
16.9 
17.5 


A  comparison  of  these  two  tables,  the  latter  based  on  the  German 
Statistical  Yearbook  1964  and  on  Wirtschaft  und  Statistik,  Janu- 
ary 1965,  indicates  the  rising  proportion  of  total  social  security 
expenditures  that  dynamic  old-age,  survivors,  and  disability  bene- 
fits absorbed. 

The  success  of  the  dynamic  formula  for  the  adjustment  of 
current  pensions  proved  contagious.  The  Reorganization  of  the 
Accident  Insurance  Act  of  April  30,  1963,  accepted,  in  Art.  579,^*^ 
the  semiautomatic  adjustment  (legislative  action,  aided  by  the 


35  In  contrast,  in  1927,  the  Weimar  Republic  devoted  1.8  percent  of  GNP  to 
this  activity;  the  percentage  increased  to  3.6  percent  by  1933.  In  the  Nazi 
period,  the  proportion  fell  to  2.5  percent  in  1938  {Soziale  Sicherung,  1964, 
p.  18). 

36  ILO  Legislative  Series,  1963,  German  Federal  Republic-2,  pp.  18-19. 


18 


report  of  the  Social  Advisory  Board)  provided  for  OASDI.  How- 
ever, it  gave  up  the  averaging  of  three-year  wage  levels  for  a 
direct  link  to  the  wage  level  of  the  reference  period  and  reduced 
the  time  lag  from  four  to  two  years.  The  adjustment  applies  to 
cash  benefits  for  accidents  that  occurred  before  the  beginning  of 
the  second  calendar  year  preceding  the  revaluation  of  the  benefit. 
Workmen's  compensation  pensions,  in  force  on  January  1,  1965, 
for  accidents  which  occurred  in  1962  or  before,  were  raised  in 
1964  by  6.1  percent,  the  rate  of  increase  in  the  wage  level  from 
1962  to  1963.^^^ 

This  solution  reduces  the  possible  discrepancies  between  the 
rates  of  change  in  benefits  and  current  wages.  The  possibility 
of  benefit  adjustments  running  counter  to  cyclical  trends  is 
thereby  diminished.^'  This  is  desirable,  since  early  views  as  to 
the  use  of  pension  adjustments  as  independent  instruments  of 
countercyclical  policy  were  soon  abandoned.  Compared  with 
wages,  taxes,  and  other  national  aggregates,  pension  increments 
by  themselves  are  too  small  to  serve  as  an  anticyclical  measure. 

Two  other  economic  effects,  which  it  had  been  feared  would 
result  from  the  introduction  of  relatively  high,  wage-level-linked 
social  security  benefits,  failed  to  materialize:  a  falling  off  of 
private  insurance  business  and  reduced  household  savings.  The 
private-annuities  insurance  industry  continues  to  flourish  and  has 
tried  to  compensate  for  the  competitive  advantages  the  govern- 
mental pension  system  offers,  in  particular,  compulsory  employer 
contributions,  revaluation  of  prior  claims,  the  promise  of  dynamic 
upward  adjustment  of  future  benefits,  comprehensive  risk  cover- 
age, no  exclusion  of  previous  sickness  risks,  and  no  discrimina- 
tory risk  premiums.  By  1964,  the  number  of  policies  had 
increased  by  37.5  percent,  and  the  amounts  insured  had  tripled 
over  1956.'*^  Some  impetus  to  the  expansion  came  from  the  fact 
that  when  the  compulsory  OASDI  insurance  limit  for  white-collar 
workers  was  raised  to  DM15,000,  the  law  allowed  salaried 
employees  who  were  being  brought  for  the  first  time  under  the 


36a  For  1966,  the  Federal  Government  intends  to  propose  to  Parliament  an 
increase  of  8.9  percent  (Embassy  dispatch  No.  698,  November  8,  1965,  p.  21). 

3"  The  Christian  Democratic  Party  is  now  considering  the  extension  to 
OASDI  of  the  reduced  time  lag  in  the  workmen's  compensation  law  (Joseph 
Stingl,  MP,  in  Deutsche  Versicherungs-Zeitschrift,  January  1964).  A  nar- 
rowing of  the  gap  between  the  two  rules  governing  the  adjustment  of  pen- 
sions in  the  course  of  payment  would  avert  discrepancies  as  reported  in 
Embassy  Airgram  No.  698,  November  8,  1965,  p.  21,  quoting  an  Advisory 
Board  recommendation  for  January  1,  1966,  of  a  higher  increase  for  work 
accident  pensions  (8.9  percent)  than  for  OASDI  benefits  (8.3  percent). 
Jahrbuch:  Die  deutsche  Lehensversichemng,  1965,  pp.  16-17. 
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obligatory  social  insurance  scheme  to  contract  out  by  signing 
private  life  insurance  contracts  with  a  premium  at  least  equal  to 
the  highest  OASDI  contribution  they  would  have  to  make.  A 
similar  impetus  was  given  to  the  industry,  effective  after  July 
1,  1965,  when  the  new  DM21,600  limit  replaced  the  old  DM15,000 
limit. The  private  insurance  companies  capitalized  on  their 
ability  to  provide  for  the  estate,  whereas  social  insurance  benefits 
lapse  in  the  absence  of  a  qualifying  surviving  spouse  or  orphans. 
(The  Social  Democrats'  people's  pension  program  proposes  to 
return,  one-half  of  the  employee's  contribution  to  his  estate  if  he 
dies  before  the  receipt  of  benefits.)  The  insurance  companies 
showed  great  ingenuity  in  attracting  a  public  that  through  the 
very  prolonged  discussion  of  the  reform  laws,  had  become  aware 
of  the  necessity  of  providing  adequately  for  old  age,  but  which 
did  not  fall  under  the  compulsory  scheme.  Policies  were 
written  to  accommodate  the  more  highly  paid  white-collar  em- 
ployees not  (or  no  longer)  compulsorily  insured,  and  many 
employers  undertook  to  share  the  cost  or  to  assume  the  premium 
costs  in  toto  for  their  valued  employees  of  long  standing,  par- 
ticularly those  in  leading  positions.  The  field  of  supplementary 
old-age  pensions  further  offers,  as  indicated  above  (footnotes  26 
and  27)  and  compared  with  the  United  States,  not  fully  realized — 
opportunities  for  expansion.  Instead,  the  introduction  of  the 
dynamic  pension  led  first  to  a  contraction.  In  a  number  of  pre- 
existing supplementary  schemes  of  this  type,  the  increased 
benefit  level  of  the  1957  law  necessitated  some  downward  adjust- 
ment to  prevent  total  retirement  income  from  exceeding  wages, 
with  undesirable  results  for  labor-force  participation  rates  under 
full  employment. 

In  spite  of  the  increasing  proportion  of  gross  national  product 
and  national  income  devoted  to  OASDI  expenditures  through  the 
payment  of  relatively  high  and  increasing  pensions,  there  is  no 
indication  that  this  has  in  any  way  affected  household  savings, 
including  those  of  beneficiaries. ^'^^    The  following  comparison 

39  The  Economist,  July  24,  1965,  pp.  xxvi  ff.  Not  all  of  the  half-million 
salaried  employees  will  avail  themselves  of  this  opportunity,  and  if  the  1957 
experience  is  to  be  repeated,  only  one-sixth  to  one-fourth  of  the  eligibles  will 
"contract  out."  In  addition  to  the  contracting'-out,  salaried  employees  50 
years  old  and  over  could  ask  to  be  exempted  in  1957  and  in  1965,  since  they 
were,  and  are,  unlikely  to  accumulate  the  waiting  period  of  180  months  . 

'■"■^^  "Economic  Policies  and  Practices,"  U.S.  Joint  Economic  Committee, 
Paper  No.  3,  1964,  p.  148,  holds  the  opposite  view,  based  on  the  belief  that 
the  relatively  high  "compulsory"  savings  cannot  help  but  reduce  the  capacity 
and  the  need  for  voluntary  savings.  This  statement  is,  however,  based 
upon  the  experience  of  the  early  periods  of  rapid  growth  of  the  reserve 
funds,  between  1957  and  1961. 
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offers  at  least  the  negative  evidence  that  the  savings  rate  has  not 
dropped  during  the  time  that  benefits  and  pension  expenditures 
rose. 


Source:  1964  BMfAS  report  to  this  writer,  June  1965;  Government  Report 
on  Pensions,  October  18,  1964;  Arbeits-  und  SoziaUtatistische  Mitteilungen, 
May  1965,  p.  110. 


The  relatively  high  social  security  benefits  have  proved  up  to 
now  to  be  financially  supportable  by  the  rapidly  growing  econ- 
omy. German  circles  which  opposed  wage-adjusted  pensions  with 
price-index-linked  systems  are  no  longer  vocal.  The  semi- 
automatic annual  adjustment  is  now  fully  accepted,  even  by  those 
who  originally  favored  ad  hoc  adjustments.  Their  voices  have 
been  stilled  by  the  realization  that  ad  hoc  adjustments,  if  they 
aimed  to  compensate  the  beneficiaries  fully  for  past  wage-level 
increases  of  8  to  10  percent  per  year,  could  after  three  or  four 
years'  delay  lead  to  a  20-  or  30-percent  increase  in  pensions  with 
serious  consequences  for  the  economy.  Savings  by  beneficiaries 
are  said  also  to  have  increased. 

Problems  of  Financing 

Two  lost  wars  and  two  subsequent  periods  of  runaway  infla- 
tion, plus  the  division  of  the  country,  eflfectively  destroyed  any 
social  security  reserve  funds  which  70  years  of  development  of 
the  German  OASDI  system  would  normally  have  accumulated. 
As  a  consequence,  early  postwar  pension  payments  had  to  be 
financed  from  current  contributions  and  federal  revenues.  The 
Federal  Republic,  faced  with  the  problem  of  finding  the  means  to 
meet  millions  of  claims  and  eager  to  provide  liberal  benefits  for 
the  future,  had,  since  it  had  decided  to  adhere  to  a  contributory 
system,  little  choice  but  to  rely  on  some  form  of  pay-as-you-go, 
or  assessment,  financing.  The  truism  that  the  economic  burden  of 
financing  an  old-age  and  invalidity  pension  for  the  insured  non- 
active  labor  force  must  be  borne  by  the  contributions  of  the  active 
labor  force  and/or  the  general  taxpayer  was  elevated  to  the 
principle  of  ''solidarity  of  generations."  However,  the  reform  did 
not  go  quite  so  far  as  to  replace  the  reserve-accumulation  method 
with  a  contingency  fund.  In  deference  to  the  ^/idely  accepted 
tenets  of  actuarial  soundness,  it  aimed  instead  at  creating,  within 


Year 


Savings  as  percent 
of  disposable 
personal  income 


1957 
1960 

1963  (including  Berlin) 


8.0 
8.7 
9.6 
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successive  ten-year  periods,  reserve  funds  which  would  equal,  at 
the  end  of  each  of  the  ten  years,  the  previous  year's  benefit  pay- 
ments insofar  as  they  are  financed  by  employee  and  employer 
contributions  (i.e.,  disregarding  government  subsidy  and  income 
from  interest) . 

The  system  had  to  maintain,  therefore,  an  income  that  would 
not  only  finance  the  annual  benefit  expenditure  and  the  cost  of 
administration,  but  also  yield  annual  increments  to  the  reserve 
fund. 

It  was  clear  from  the  beginning  that  the  14-percent  contribu- 
tion, paid  in  equal  shares  by  employee  and  employer  on  earnings 
up  to  twice  the  current  national  average  annual  wage,  would 
have  to  be  supplemented  by  a  government  subsidy.^"  Instead  of 
establishing  the  general  principle  that  the  government  subsidy 
would  be  -determined  by  whatever  deficit  the  employer-employee 
contribution  left  uncovered, the  law  provided  for  a  definite  sum 
of  money  to  be  loosely  linked  to  the  expenditures  arising  from 
disability  and  rehabilitation  benefits.  The  subsidy  was,  however, 
to  increase  automatically  with  the  annual  increase  in  the  wage 
level.  Since  the  wage  level  has  risen  and  pensions  have  increased, 
the  government  subsidy  has  also  increased  from  year  to  year. 

Government  Subsidies  to  German  OASDI  for  Manual  Workers  and 

Salaried  Employees  " 


Year  Million  DM 


1957  3,859 

1958  3,953 

1959  4,191 

1960  4,466 

1961  5,825  est. 

1962  4,876  est. 

1963  5,283  est. 

1964  5,716  est. 

1965  6,265  est. 


Computed  from:  Hauptergebnisse  der  Arbeits-  und  Sozialstatistik,  1963, 
p.  89;  Arbeits-  und  Sozialstatistische  Mitteilungen,  May  1965,  pp.  121-122. 

^  A  slightly  different  set  of  figures  is  presented  in  the  Government 
Actuarial  Report,  1964,  p.  81. 


■'"Without  a  government  subsidy,  assuming  a  7% -percent  annual  increase 
in  the  wage  level,  the  combined  employer-employee  share  would  have  to  be 
set  at  26  percent;  if  no  wage  level  increases  were  taken  into  account,  35 
percent  of  the  taxable  earnings. 

^1  The  federal  subsidy,  for  instance,  was  not  geared  to  changes  in  the 
age  distribution  of  the  insured  population  and  the  changes  in  the  volume 
of  benefits  arising  therefrom. 
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With  the  general  increase  in  the  government  budget,  the  rela- 
tive impoi-tance  of  the  federal  OASDI  subsidy  vis  a  vis  other 
expenditures  has  decreased.  It  fell  from  31  percent  of  federal 
expenditures  in  1957  to  23.6  percent  in  1961,  22.6  percent  in  1964, 
and  was  expected  to  fall  further  in  1965. 

As  a  result  of  the  increase  in  income  from  contributions,  the 
government  subsidy  also  decreased  in  importance  relative  to  the 
total  income  of  the  carriers.  In  1957,  it  amounted  to  26  percent; 
1960,  23  percent;  1963,  21  percent;  and  1964,  about  20  percent. 
The  income  from  the  reserve  fund  remained  stable,  below  4  per- 
cent of  total  revenue. 

Provisions  for  the  financing  of  the  OASDI  system  were  based 
on  certain  assumptions.  Two  of  them  are  of  particular  interest 
here:  those  made  in  regard  to  the  expected  magnitude  of  wage- 
level  changes  and  those  pertaining  to  demographic  developments. 
These  came  under  heavy  attack  by  German  actuaries  before  and 
after  the  enactment  of  the  1957  reform  law.^-  George  Heubeck's 
critique  of  the  actuarial  basis  for  the  1957  laws^^  was  widely 
discussed.  Some  of  his  findings  were  modified  by  unforeseeable 
events,  as  for  instance  the  continued  sharp  rise  in  the  wage  level; 
others  were  accepted  in  succeeding  governmental  actuarial 
reports.  When  new  population  projections  became  available  in 
1963,  for  instance,  it  was  obvious  that  the  demographic  assump- 
tions of  the  1957  financial  plan  were  far  too  optimistic.  The 
actuaries  pointed  out  that  a  75-percent  old-age  benefit  tied  to 
increasing  wage  levels  would  necessitate  either  a  far  greater 
government  subsidy  or  a  politically  unacceptable  rise  of  the  pay- 
roll contribution  from  14  to  30  or  35  percent.^^  Clinging  to 
the  14-percent  payroll  contribution  without  substantial  change 
in  the  federal  subsidy  would  require  a  serious  scaling  down  of 
the  benefits.  This  could  of  course  be  achieved  by  a  variety  of 
changes  in  the  benefit  formula,  as  for  instance  increasing  the 
adjustment  lag,  reducing  the  1.5  multiplier,  etc. 


■*2  See  Blaetter  der  Deutschen  Gesellschaft  fuer  Versicherungsmathematik, 
Vol.  VI,  No.  4,  April  1964,  summarized  in  English:  "The  Financial  Outlook 
for  the  German  State  Pension  Scheme,"  a  note  by  A.  R.  N,  Ratcliff  in  Journal 
of  the  Institute  of  Actuaries,  Vol.  90,  Part  IV,  No.  387,  1964. 

■♦3  George  Heubeck,  Der  Rentenberater,  5th  edition,  Heidelberg,  1962.  See 
also  Heubeck,  Blaetter  der  Deutschen  Gesellschaft  fuer  Versicherungs- 
mathematik, Vol.  Ill,  March  1963;  and  Die  Rentenreform  in  Zahlen,  1958. 

-^^  H.  Grohmann,  cited  in  Karl-H.  Wolff,  Soziale  Sicherheit,  October  1965, 
pp.  334-335,  attacked  Heubeck's  estimate  of  35  percent  as  resting  on  false 
premises.  He  arrived  at  a  range  of  23.5  to  25.5  percent. 
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To  the  surprise  of  all  interested  parties,  the  reserve  funds 
fared  better  than  expected.  This  was  partly  due  to  the  fact  that 
the  effective  average  benefit  was  held  down  to  the  45-  to  50-percent 
range,  as  indicated  above.  Income  from  contributions  was  fav- 
orably affected  by  the  increase  in  the  labor  force  and  the  constant 
rise  in  the  wage  level,  resulting  in  augmented  covered  income, 
while  the  outgo  benefited  from  the  four-year  lag  in  adjustment 
of  pensions  in  force  and  an  unusually  favorable  ratio  of  contribu- 
tors to  annuitants.^''  The  ranks  of  contributors  were  swelled, 
until  the  erection  of  the  Berlin  Wall  (1961),  by  the  influx  of  a 
great  number  of  younger  workers  from  East  Germany  and  since 
that  time  by  the  equally  young  foreign  workers.  Their  number 
exceeded  one  million  in  March  1965.^''  As  a  consequence,  the 
reserve  funds  grew  each  year  so  substantially  (and  are  likely  to 
continue  to  increase  until  1966)  that  by  the  end  of  the  first 
10-year  accounting  period  these  funds  will  have  practically  met 
the  legal  requirements.^'  If  either  the  funds  for  the  manual 
workers  or  for  the  salaried  workers  fail  to  meet  their  goals,  a 
recent  law^^  permits  the  government  under  certain  conditions  to 
distribute  the  federal  subsidy  in  such  a  fashion  as  to  bring  the 
less-well-endowed  reserve  funds  up  to  the  prescribed  minimum 
level. 

The  annual  increment  to  the  reserve  funds  amounted  in  1961 
to  DM1.8  billion;  in  1962,  to  DM2  billion;  and  in  1963,  to  DM2.1 
billion.  If  these  annual  "savings"  of  the  old-age,  survivors,  and 
disability  insurance  system  are  compared  with  the  respective 
household-savings  figures  of  DM17.5,  19.0,  and  22.8  billion,^^  an 
almost  constant  ratio  of  1  to  10  emerges.  For  every  10  DM  of 


Indicative  of  these  increases  is  the  statement  in  Government  Report  on 
Pensions,  September  18,  1964,  p.  27,  that  income  from  contributions  rose  in 

1962  by  10.7%  for  the  manual  worker,  13.7%  for  the  salaried  employees.  The 

1963  percentage  increases  over  1962  were  6.6%  and  8.9%  respectively. 

Their  total  contributions  to  OASDI  funds  are  estimated  for  1965  at  one 
billion  DM  (American  Consul,  Stuttgart,  State  Department  Airgram  A-230, 
June  18,  1965,  p.  6). 

According  to  Government  Report  on  Pensions  of  September  18,  1964,  the 
manual  worker  funds  are  to  reach  91  percent,  the  salaried  employee  funds, 
100  percent,  of  the  1966  goal  envisaged  by  the  1957  legislation. 

Legal  reforms  effecting  the  financial  equalization  between  the  social 
security  for  manual  and  salaried  employees,  December  23,  1964. 

See  Government  Report  on  Pensions,  September  18,  1965,  pp.  14-16.  The 
annual  additions  to  the  OASDI  reserve  funds  could  also  be  viewed  in  rela- 
tion to  total  savings,  which  in  1962  amounted  to  DM59.3,  in  1963  to  DM61.7 
billions.  These  figures  include  total  "social  security"  surpluses  of  DM3.8 
and  DM3.5  billions,  respectively. 
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voluntary  household  savings  (or  DM30  of  total  savings),  approxi- 
mately 1  DM  was  added  to  the  OASDI  reserve  funds.  These  ratios 
explain  some  of  the  background  for  certain  conservative  reform 
proposals,  that  aim  to  curtail  compulsory  social  insurance.  The 
opponents  of  social  insurance  would  reduce  the  current  benefits 
or  at  least  curtail  their  further  growth  with  reference  to  the 
existing  and  newly  created  opportunities  for  workers  to  invest 
increasing  savings  in  property.  Others  feel  that  ''private  capital 
formation"  should  be  viewed  as  an  additional  security  measure 
supplementing  social  insurance.  They  point  to  the  so-called  312 
DM  legislation,  a  recent  program  designed  to  promote  accumula- 
tion of  capital  by  employees.  Under  this  program,  tax  concessions 
are  granted  on  certain  employee  compensations  up  to  an  annual 
ceiling,  originally  of  DM312  and  now  raised  to  DM468  for  a 
family  with  three  or  more  children.  These  funds  are  not  to  be 
made  available  to  the  employee  for  a  minimum  of  five  years, 
but  are  to  remain  invested  on  the  employees'  behalf  for  this 
period.^"  While  advocates  view  this  program,  particularly  if 
substantially  expanded,  as  a  self-help  device  that  could  replace  or 
at  least  greatly  supplement  government  income-maintenance 
schemes,  critics,  including  some  from  the  ranks  of  labor,  do  not 
believe  that  workers'  assets  will  grow  sufficiently  to  offer  much 
additional  income  security.  Also,  some  observers  feel  that  some  of 
the  factors  which  account  for  the  surprisingly  favorable  develop- 
ment of  the  reserve  funds  are  not  likely  to  recur. 

On  the  income  side,  there  is  no  guarantee  that  past  rates  of 
economic  expansion  with  their  concomitant  increasing  demands 
for  labor  will  be  maintained.  If  the  growth  rate  of  the  economy 
should  slacken  or  the  volume  of  economic  activities  become  stabi- 
lized (or  a  recession  occur),  contributions  would  be  reduced  as 
a  result  of  smaller  payrolls.  The  influx  of  foreign  workers  would 
recede.  Labor's  bargaining  power  would  falter,  and  the  unions 
would  no  longer  be  able  to  exact  higher  (real)  wages  each  year. 

50  For  certain  periodic,  long-term  (5-year)  investment  in  saving  banks, 
building  and  loan  associations,  and  other  forms  of  investments,  an  additional 
4-percent  annual  federal  bonus  has  been  granted.  To  meet  the  requirements 
of  the  1961  law,  amended  in  1965,  employer  contributions  payments  have  to 
be  agreed  to  in  advance  by  individual  contract,  plant  agreement,  or  collective 
bargaining  contracts.  For  an  account  of  the  Second  Law  of  May  5,  1965, 
for  the  Promotion  of  Capital  Accumulation  of  Employees,  see  ''Labor  Devel- 
opments Abroad,"  June  1965,  pp.  1-4;  and  Kurt  Braun:  "Savings  Incentives 
Offered  to  West  German  Workers,'  'in  Monthly  Labor  Review,  August  1965, 
pp.  971-73.  See  also:  Embassy  Airgram,  Bonn,  A-1368,  February  9,  1965, 
and  George  Leber,  Accumulation  of  Assets  for  the  Worker,  Frankfurt/Berlin, 
1965. 
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The  wage  drift  would  disappear.  There  is  also  some  justification 
for  the  view  that  the  substantial  growth  in  the  reserve  funds  was 
considerably  aided  by  the  fact  that  the  Federal  Republic  started 
the  period  of  the  middle  Fifties  with  a  very  low  wage  level, 
compared  to  other  Western  European  countries,  which  facilitated 
annual  wage  rises.  This  unique  situation  no  longer  exists. 

On  the  expenditure  side,  the  funds  benefited  from  the  one-time 
omission,  in  1958,  of  the  increase  in  current  pensions  and  from 
the  effects  of  the  three-  and  four-year  time  lags  in  the  adjust- 
ment process  in  periods  of  rapid  wage  increases.  As  indicated 
above,  if  the  rate  of  increases  in  the  wage  level  slackens,  the 
formula  lag  would  still  force  pensions  to  increase  at  the  higher 
rates  of  past  years'  wage-level  changes,  without  an  offsetting  in- 
creased volume  of  contributions.  Once  the  influx  of  foreign  work- 
ers ceases,  the  system  can  no  longer  offset  the  benefits  ultimately 
due  the  foreign  workers  from  that  source. 

But  most  significant  for  the  evaluation  of  the  future  of  the 
reserve  funds  are  the  demographic  prospects.  A  considerable 
percentage  of  the  population  born  before  and  around  the  turn  of 
the  century  that  would  have  reached  the  pensionable  age  in  the 
Sixties,  perished  in  World  War  I.  This  resulted  in  a  smaller 
number  of  claims  than  would  have  been  produced  with  a  more 
normal  age  distribution  of  the  insured  population.  This  reduced 
number  of  old-age  pensions  is  financed  by  the  contributions  of  an 
active  labor  force  which  represents  to  a  large  extent  the  genera- 
tion born  before  and  shortly  after  World  War  I.  That  generation 
benefited  numerically  from  relatively  stable  conditions  before 
1914  and  the  "baby  boom"  of  the  1920's — the  effect  of  marriages 
delayed  by  World  War  I  and  the  generally  favorable  economic 
conditions  of  that  period.^^ 

The  demographic  outlook  for  the  second  and  third  decade 
following  the  1957  reform  is  far  less  favorable.  In  that  period 
(1967-1986)  the  upper  age  segments  of  the  relatively  large  active 
labor  force  of  the  first  decade  between  1957  and  1966  will  swell 
the  number  of  beneficiaries,  and  will  have  to  be  supported  by  the 


51  According  to  Government  Report  on  Pensions,  September  18,  1964,  the 
age  distribution  of  the  German  population  had  undergone  some  significant 
changes  between  1957  and  1963.  The  share  of  the  population  under  age  15 
fell  from  35  percent  to  22  percent,  that  of  the  age  group  15-64  had  in- 
creased from  60  percent  to  67  percent,  while  the  population  65  and  older  had 
increased  from  5  percent  to  11  percent.  The  ratio  of  dependent  (children  and 
aged)  to  active  was  lowered  from  66.7  percent  to  49.3  percent,  but  this  re- 
sulted primarily  from  the  decrease  in  the  share  of  the  15-year-old  and 
younger  group.  This  decrease  has  now  been  reversed. 
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relatively  much  smaller  number  of  contributors  in  the  genera- 
tion born  in  the  Thirties  and  Forties.  In  that  period,  the  German 
population  felt  the  effects  of  the  depression  and  the  loss  of  lives 
(and  births)  of  World  War  II. 

In  other  words,  the  second  and  third  decade  will  compel  a  much 
smaller  active  labor  force  to  finance,  through  contributions  and 
taxes,  a  significantly  higher  volume  of  old-age  pension  claims 
adjusted  to  the  then-prevailing  (presumably  higher)  wage  level. 
The  projections  of  the  German  Statistical  Office  leave  no  doubt 
that,  other  conditions  remaining  the  same,  the  deficit  between 
reserve-fund  inflow  and  outgo  will  peak  by  1978-1979.'-'  The  dis- 
cussions in  1965  centered,  therefore,  upon  the  steps  necessary  to 
meet  this  peak  period,  in  order  to  avoid  a  deficit  in  the  reserve 
fund  and  be  prepared  for  the  avalanche  of  claims — the  looming 
mountain  of  old-age  pensions  (Rentenberg) 

Various  proposals  have  been  made  over  the  years  for  an  in- 
crease in  the  contribution  rate  and/or  government  subsidy,  a 
reduction  of  benefits,  a  slackening  in  the  adjustment  rate  of 
current  pensions,  etc.  In  the  1964  actuarial  report,"^^  the  govern- 
ment suggested  an  increase  in  the  payroll  tax  after  1967  from 
14  percent  to  17.2  percent.^*^  While  some  observers  seek  this  in- 
crease at  an  early  date  in  order  to  build  up  the  reserve  funds  well 


^2 100  insured  manual  workers  in  1963  contributed  to  43  old-age  and  widow 
beneficiaries.  10  years  later  they  will  have  to  assist  in  the  financing  of  51 
pensions.  100  salaried  workers  contributed  in  1963  to  30  pensions,  but  will 
have  to  support  40  pensions  in  1978.  See  also  BMfAS,  Soziale  Sicherung^y 
Bonn,  1964,  p.  20;  Wirtschaftsdiensty  June  1964.  The  expected  demographic 
development  will  necessitate  considerable  increases  in  productivity  to  enable 
a  relatively  smaller  active  labor  force  to  meet  in  addition  to  normal  demand 
the — by  the  dynamic  pension  scheme — strengthened  consumer  demand  of 
the  then  relatively  larger  inactive  part  of  the  population. 

^3  After  a  short  respite,  the  ratio  of  contributors  to  beneficiaries  is  to  turn 
again  more  unfavorably  after  1986. 

Some  of  these  pensions,  according  to  bi-  and  multilateral  agreements, 
will  have  to  be  remitted  abroad  to  returned  foreign  workers  and  thereby 
affect  the  balance  of  payment. 

55  The  government  actuarial  report  contains  calculations  on  the  assumption 
of  future  annual  wage-level  increases  of  either  6,  4,  or  3  percent  p.a.  It 
yields  different  estimates  according  to  each  assumption.  The  results  are 
further  varied,  by  alternatively  assuming  a  full  or  a  50-percent  reserve 
fund  and  by  two  different  assumptions  in  regard  to  the  upper  limit  for 
compulsory  coverage,  namely,  by  adhering  to  the  1964  level  or  assuming 
an  increase  to  DM2,000  monthly. 

56  This  would  continue  the  trend  of  long-run  increases  in  payroll  tax  rates. 
From  1883  to  1913  the  rate  was  2%;  after  World  War  I,  3%;  in  1939,  5%; 
1942-1949,  5.6%;  1949-1955,  10%;  1955-1957,  11%. 
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in  advance  of  the  1978-79  expenditure  peak,  others  are  willing  to 
commence  the  increase  even  later  than  1967,  since  the  burden  will 
not  become  obvious  in  the  first  five  years  (1967-1971)  of  the  next 
decade.  A  strong  sentiment  was  developing  to  delay  an  increase  in 
the  payroll  tax  until  the  second  half  of  the  next  10-year  account- 
ing period. 

The  17.2-percent  rate  was  computed  on  the  assumption  that  the 
income  would  not  only  finance  current  expenditures  between  1967- 
1976,  but  also  leave,  at  the  end  of  the  second  ten-year  period,  a  re- 
serve fund  equal  to  the  1976  expenditures  derived  from  contribu- 
tions. Such  a  reserve  fund  would  have  to  amount  to  DM50-55 
billions,  a  more  than  100  percent  increase  over  its  projected  1966 
size.  A  number  of  objections  have  been  raised  against  the  accum- 
ulation of  funds  of  this  magnitude  on  the  basis  of  their  use 
and  usefulness,  their  inherent  danger  to  the  capital  market  if 
freed  from  legal  constraints,  and  their  resistance  to  government 
monetary  and  fiscal  measures  which  might  have  to  be  taken  from 
the  general  economic  viewpoint  of  a  guided  ''social  market  eco- 
nomy." Reserve  funds  were  employed  as  indicated  in  the  follow- 
ing table: 

Investments  of  Public  Pension  Funds  in  the  Federal  Gemnan  Republic 

as  of  December  SI,  1963 


in  millions  of  DM 

Total  23,057.3 

(1)  Cash  11.8 

(2)  Deposits  in  banks  3,293.6 

(3)  Treasury  notes  5.0 

(4)  Other  Federal,  State  and  municipal  obligations  9,771.4 

(5)  Loans  (railroads,  States,  municipalities,  banks, 

and  others)  7,245.7 

(6)  Mortgage  loans  1,657.9 

(7)  Real  estate  and  buildings  920*1 

(8)  OfRce  equipment  151.6 


Source:  Government  Report  on  Pensions,  September  18,  1964,  p.  30; 
BMfAS  report  to  this  writer,  June  1965.  Later  reports  (Arbeits-  und 
Socialstatistische,  October  1965,  p.  231)  show  a  slight  decrease  in  liquid 
funds  in  the  first  half  of  1965. 

Each  of  the  21  major,  self -governed  insurance  carriers  determines 
the  investment  of  the  funds  under  its  jurisdiction  within  the  legal 
requirements.  Eighty-five  percent  of  the  funds  were  invested  in 
mortgages,  federal,  state,  and  local  obligations,  and  various  loans 
which  could  not  be  liquidated  without  certain  consequences  for 
the  economy.  Politicians,  more  than  economists,  have  voiced  the 
concern  that  liquidation  could  have  an  inflationary  impact.  They 
were  quite  content  with  the  13  percent  of  funds  kept  in  cash  on 
demand  deposits,  which  were  only  sufl^icient  to  take  up  possible 
slacks  in  cash  inflow  resulting  from  reduced  payrolls  in  short  and 


28 


mild  recessions.^*^^  Others  concluded,  however,  that  this  allocation 
of  reserve  funds  would  not  offer  sufficient  protection  for  the  bene- 
ficiaries if  the  inflow  should  be  substantially  reduced  over  longer 
periods.  Neither  does  the  statutory  requirement  to  invest  only  in 
gilt-edged  securities  offer  protection  against  a  possible  inflation 
of  the  currency.  On  the  other  hand,  this  requirement  sets  at  rest 
the  fear  expressed  in  the  political  arena  that  social  security  re- 
serve funds  could  be  used  to  nationalize  key  industries. 

A  different  type  of  objection  to  reserve  funds  of  significant  size 
has  been  voiced  by  that  part  of  the  government  which  is  re- 
sponsible for  the  management  of  monetary  and  financial  policy. 
There  the  fear  has  been  that  the  21  autonomous  social  security 
reserve  funds  effectively  escape  centralized  policy  direction  and 
therefore  could,  theoretically,  exert  a  disturbing  influence  on  the 
capital  market.  These  points,  at  present  muted,  will  be  raised 
again  if  the  funds  are  allowed  to  more  than  double  by  1976.'" 
There  is  no  strong  support  for  permitting  the  social  insurance 
carriers  to  enter  the  capital  market  without  any  restrictions  as  to 
the  type  of  securities  in  which  their  reserves  may  be  invested. 
The  Social  Democratic  Party  proposed  using  the  reserve  funds 
for  5-year  DM3,000  marriage  and  childbirth  loans  to  the  insured 
at  reduced  rates.^^ 

The  government  seemed  inclined  to  suggest  a  change  in  the 
law  which  would  a)  result  in  reducing  the  funds  from  100  percent 
to  50  percent  of  expected  annual  expenditures  (minus  govern- 
ment subsidy)  and  b)  reduce  the  accounting  period  from  10  to  5 
years.  The  reduction  of  the  accounting  period  would  be  politically 
very  attractive.  The  prevention  of  further  growth  of  the  reserve 
funds  was  viewed  with  equanimity  by  those  observers  who  in- 
creasingly doubted  the  usefulness  of  a  large  reserve  fund  as  the 
long-run  possibility  of  decreasing  purchasing  power  loomed  larger, 
and  who  recognized  that  only  large-scale  assessment  of  current 


The  U.S.  Joint  Economic  Committee,  in  "Economic  Policies  and  Prac- 
tices," Paper  No.  3,  1964,  p.  148,  estimated  the  liquid  assets  of  German 
Social  Insurance  at  27.1  percent  for  1962.  This  percentage  applies,  however, 
to  all  social  security  funds,  including  the  highly  liquid  Unemployment 
Insurance  Fund.  This  source  also  states  (p.  149)  that  in  1962  the  German 
Social  Insurance  funds  held  about  15  percent  of  the  total  fixed-interest 
securities  on  the  market.  Figures  related  for  1963  and  1964  in  Statistical 
Yearbook  1965  (p.  404)  indicate  a  decrease  in  the  importance  of  the  German 
Social  Insurance  funds  for  this  part  of  the  capital  market.  This  decrease 
commenced  in  1958  and  shows  no  sign  of  abatement. 

The  Advisory  Board  rejected  for  the  present,  however,  the  sterilization 
of  the  Reserve  fund  increments  through  compulsory  deposits  with  the 
central  bank.  It  holds  that,  at  least  up  to  now,  the  volume  of  available 
social  security  reserve  increments  did  not  assume  significant  proportions  when 
related  to  total  capital  demand  and  supply  (see  Government  Report  on 
Pensions,  p.  389) . 

58  Die  Volksversicherung,  pp.  25-26. 
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expenses  could  finance  dynamic  benefits.  Under  the  administration 
plan,  contributions  would  not  have  to  be  raised  to  17.2  percent, 
but  could  be  held  at  16  percent  between  1966  and  1971, 
necessitating  only  a  one-percent  increase  in  the  contribution  rate 
for  each,  the  employer  and  employee.  Critics  of  this  proposal 
pointed  out  that  such  a  solution  would  only  increase  the  plight 
of  the  system  in  the  remaining  half  of  the  second  decade  and 
in  the  third  decade  when  the  increased  burden  of  the  benefits 
will  make  its  full  weight  felt. 

Administration 

In  the  foregoing,  repeated  reference  has  been  made  to  the  fact 
that  the  German  OASDI  system  is  administered  by  approximately 
20  self-governed  insurance  carriers.  This  historical  fact  is  not 
likely  to  change.'-'  It  pervades  the  entire  German  social  security 
system. 

In  the  sickness  insurance  program,  more  than  2,000  self- 
governed  insurance  carriers  coexist.  They  are  linked  in  two 
major  ways  to  OASDI.  They  serve  as  collection  agents  for  con- 
tributions and  are  reimbursed  by  the  OASDI  funds  for  the 
sickness-insurance  expenditures  incurred  by  OASDI  beneficiaries, 
an  activity  which  accounts  for  about  10  percent  of  the  total  ex- 
penditures of  the  pension  carriers.  This  multiplicity  of  institu- 
tions also  prevails  in  other  aspects  of  the  German  social  security 
scheme. 

To  a  great  extent,  the  survival  of  so  many  social  insurance  car- 
riers is  related  to  self-government.  In  view  of  the  fact  that  the 
size  of  cash  benefits  and  the  payroll  tax  is  determined  by  law,  self- 
government  has  only  a  limited  scope.  Besides  personnel  and  in- 
vestment decisions  (within  rather  narrow  confines),  the  carriers' 
main  field  of  management  discretion  lies  in  the  magnitude  and 
type  of  efforts  expended  on  the  prevention  of  disability  and  pre- 
mature death,  and  the  rehabilitation  of  the  disabled  insured.  Each 
of  the  carriers  owns  a  number  of  hospitals  and  sanatoria  and,  in 
addition,  contracts  with  other  existing  health  facilities  to  main- 
tain, improve,  and  restore  the  earning  ability  of  partial  and  full 
invalids  and  improve  the  useful  life  of  the  insured  person  whose 
general  health  is  endangered.  These  activities  are  related  to  high 
invalidity  rates,  which  intensify  the  demand  for  preventive  care 
and  rehabilitation.  The  expenditures  for  these  programs  differ, 
according  to  the  financial  situation  of  the  individual  carriers. 

The  division  of  administration  among  independent  social  insur- 
ance carriers  creates  problems  with  regard  to  the  availability  of 


■'^  Both  the  German  Federation  of  Labor  (DGB)  (see  Basic  Program-  1963, 
p.  21)  and  the  Federation  of  German  Employers  Associations  insist  on  self- 
governed  carriers,  except  that  the  DGB  wants  to  reserv-e  self-government  to 
the  workers,  while  the  employers  advocate  parity. 
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data  covering  the  entire  program,  the  carrying  on  of  research, 
and  the  use  of  electronic  equipment.  The  absence  of  a  uniform 
numbering  system  makes  it  impossible  at  present  for  the  OASDI 
as  a  whole  and  the  individual  insurance  carrier  to  indicate  at  any 
one  time  the  number  of  insured  as  distinguished  from  the  number 
of  annuitants,  or  to  contrast  this  number  with  the  covered  por- 
tion of  the  labor  force,  or  other  magnitudes.  A  partial  solution 
has  been  developed  for  salaried  employees;  however,  it  covers  only 
those  who  have  been  insured  within  a  relatively  recent  period.  The 
system  sets  great  hopes  on  the  introduction  of  a  nationwide 
identity-numbering  system  which  is  proposed  for  the  next  de- 
cennial census. 

EEC  and  Harmonization 

Article  117  of  the  Treaty  of  Rome  of  March  25,  1957,  expresses 
the  desire  of  the  community  to  ''promote  the  living  and  working 
conditions  of  labor,"  and  "to  permit  the  equalization  of  such 
conditions  in  an  upward  direction."  Among  other  measures  to 
this  end,  'The  Common  Market"  will  "favor  the  harmonization 
of  social  security  systems."  The  prevailing  view  is  that  it  is  not 
feasible  for  a  European  Economic  Community  supernational  law 
to  bring  about  the  harmonization  of  the  various  social  security 
systems  of  the  six-member  countries,  but  rather  that  legislation 
should  be  left  in  the  hands  of  each  individual  nation  to  bring 
about  a  "progressive  narrowing  of  differences."""  The  net  effect 
on  the  Federal  Republic  of  the  several  meetings  and  inquiries 
initiated  by  the  European  Economic  Community  is  a  feeling  of 
pressure  to  adjust  all  parts  of  its  system  to  that  of  the  other  mem- 
ber countries.  While  Germany  and  the  Netherlands  stress  provi- 
sions for  the  retired  and  their  survivors,  the  other  countires,  in 
particular  the  Latin  countries,  stress  family  allowances.  Conse- 
quently, the  harmonization  drive,  which  in  the  eyes  of  some  ob- 
servers culminates  in  an  effort  to  have  each  EEC  member  adopt 
the  most  liberal  measures  in  each  field  of  social  security  adopted 
by  the  other  member  countries,  centers  in  Germany  on  family 
allowances.  Although  the  Federal  Republic  is  consistently  expand- 
ing in  this  area,  it  is  reluctant  to  emulate  France,  the  leader  in 
this  field.  It  resists  the  pressure  with  the  assertion  that  it  is 
already  leading  the  Community  in  the  percentage  of  the  gross 
national  product  devoted  to  social  security  expenditures  and  that 
its  relative  position  in  any  specific  type  of  social  security  ought 
to  be  viewed  in  the  perspective  of  its  total  effort. 

Gordon  L,  Weil,  A  Handbook  on  the  European  Economic  Community 
(New  York:  Fred  A.  Praeger,  Inc.,  1965),  p.  278. 
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The  following  table  offers  some  evidence  for  this  claim: 


Social  Security  Expenditures  as  Percentage  of  Gross  National  Product 
in  the  Countries  of  the  European  Economic  Community , 


Year 

Germany, 
Federal 
Republic 

Belgium 

France 

Italy 

Luxem- 
bourg 

Nether- 
lands 

1958 

14.1% 

12.3% 

11.9% 

10.6% 

13.3% 

11.1% 

1959 

13.6 

13.2 

11.9 

11.1 

13.6 

10.9 

1960 

13.2 

13.0 

11.7 

11.2 

13.1 

11.0 

1961 

N.  A. 

13.0 

12.4 

11.1 

13.2 

11.1 

1962 

N.  A. 

13.2 

12.9 

N.  A. 

14.0 

11.7 

Source:  European  Economic  Community,  Commission,  Expose  sur  I'Evolu- 
tion  de  la  Situation  Sociale  dans  la  Communaute  en  1963,  July  1964,  p.  315. 

aCf.  EEC  Studies,  No.  5,  "Financing  Social  Security  in  the  EEC  Coun- 
tries," (Brussels,  1962)  which  offers,  on  pages  74,  and  141-147,  tables  com- 
paring social  security  expenditures  as  percentage  of  GNP  and  consumer 
expenditures  on  the  basis  of  1949-1959  averages.  The  term  "social  security" 
includes  in  that  study  public  health,  public  assistance,  and  veterans  and 
civil  servants.  The  more  recent  table,  quoted  in  the  text,  although  silent  on  the 
subject,  must  be  presumed  to  use  the  same  inclusive  definition.  A  similar 
conclusion  can  be  reached  on  the  basis  of  EEC  Social  Statistics,  1962,  No. 
4,  which,  on  page  157,  compares  social  insurance  expenditures  (a  narrower 
term),  excluding  civil  servants,  expressed  as  percentage  of  National  Income, 
and  in  tables  IV/23  and  24,  p.  159,  as  percentage  of  total  household  and 
disposable  consumer  income. 

The  Federal  Republic  also  devotes  a  higher  percentage  of  its 
social  security  expenditures  to  old-age,  survivors,  and  disability 
insurance  than  other  EEC  countries: 


Percentage  Distribution  of  Social  Security  Expenditures,  by  Branch, 
in  the  Countries  of  the  European  Economic  Community,  1962  « 


Country 

Total 

OASDI 

Sickness 

and 
maternity 
insurance 

Work- 
men's 
compensa- 
tion 

Unemploy- 
ment 
insurance 

Family 
allow- 
ances 

Germany, 

Federal 

Republic 

100% 

56.1% 

31.1% 

5.6% 

3.1% 

4.1% 

Belgium 

100 

35.2 

26.8 

7.8 

8.0 

22.2 

France 

100 

29.1 

30.5 

8.1 

32.3 

Italy  b 

100 

38.8 

24.7 

5.2 

4.9 

23.9 

Luxembourg 

100 

45.7 

22.3 

13.2 

.1 

18.7 

Netherlands 

100 

47.1 

30.0 

3.6 

5.3 

14.0 

Source:  European  Economic  Community,  Commission,  Expose  sur  V Evolu- 
tion Sociale  dans  la  Communaute  en  1963,  July  1964,  p.  326. 

^Cf.  EEC  Studies,  No.  5:  "Financing  Social  Security  in  the  EEC  Coun- 
tries (Brussels,  1962),  pp.  63,  136,  which  presents  a  similar  table,  based 
upon  a  1949,  1954,  and  1959  average.  See  also:  Wirtschaftsdienst,  June  1964. 

^  For  1961 ;  total  includes  2.5  percent  for  expenditures  not  classified  under 
any  of  5  branches. 
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These  OASDI  expenditures  consistently  represent  the  highest 
percentage  of  national  income  in  the  European  Economic 
Community: 

OASDI  Expenditures  as  Percentage  of  National  Income  in  the 
Countries  of  the  European  Economic  Community, 

1960-62^ 


Country  1960  1961  1962 


Germany, 

Federal  Republic  8.1%  8.1%  8.1% 

Belgium  4.3  4.4  4.7 

France  3.6  3.7  3^9 

Italy  4.8  4.7  N.  A. 

Luxembourg  5.5  5.9  6.3 

Netherlands  5.0  5.1  5.7 


Source:  European  Economic  Community,  Commission,  Expose  sur  VEvolu- 
tion  de  la  Situation  Sociale  dans  Ian  Communaute  en  1963,  July  1964,  p.  327. 

^Cf.  EEC  Social  Statistics  1962,  Vol.  4,  pp.  84,  94,  100,  114,  120,  124,  and 
137,  which  offers  a  base  for  a  computation  yielding  a  similar  result  for  the 
period  between  1955-1960. 

In  European  Economic  Community  discussion,  the  Federal 
Republic  either  is  likely  to  take  the  stance  that  it  should  not  be 
pressed  too  hard  on  the  family-allowance  issue  until  all  other  EEC 
member  countries  have  reached  the  same  level  of  resource  alloca- 
tion from  national  income  to  OASDI,  or  to  ward  off  that  pressure 
by  reference  to  a  definite  policy  of  favoring  OASDI  and  other 
branches  of  social  security  as  more  appropriate  to  German 
conditions. 

International  comparisons  are  not  adequate  policy  guideposts 
for  national  social  policy.  A  comparison  of  any  single  type 
of  social  security  costs  and  benefits  without  reference  to  the 
total  system  is  likely  to  prove  misleading,  as  is  also  a  compara- 
tive study  of  the  costs  and  benefits  of  entire  social  security 
systems  without  reference  to  wage  and  price  levels  or  the  tax 
system,  to  name  just  a  few  important  considerations.  EEC  com- 
parisons, however,  provide  additional  ammunition  for  their 
respective  causes  to  the  internal  social  and  political  forces  seeking 
improvements  of  the  domestic  system. 

Some  Observations 

This  limited  review  of  the  German  Federal  Republic's  seven- 
year  experience  with  its  dynamic  old-age  and  disability  insurance 
system  permits  three  major  observations: 

(1)  An  old-age  benefit  equal  to  50  percent  of  the  annuitant's 
last  earnings  is  compatible  with  a  high  rate  of  economic  growth. 
There  is  no  evidence  that  such  a  high  pension  level  depresses  the 
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propensity  to  save  or  private  enterprise,  including  the  insurance 
industry. 

(2)  West  German  society  has  accepted  the  concept  of  a  fed- 
eral subsidy  provided  from  general  revenues  which  makes  it 
possible  to  finance  wage-level-adjusted  and  relatively  high  old-age 
benefits  at  politically  noncontroversial  contribution  levels. 

(3)  Semiautomatic  adjustments  of  old-age  benefits  to  wage- 
level  changes  have  been  found  feasible. 

There  is  no  doubt  that  the  1957  reform  of  the  German  old-age 
and  disability  insurance  system,  in  particular  the  linking  of  pen- 
sions to  wage-level  changes,  has  achieved  widespread  acceptance 
by  management  and  labor,  the  various  branches  of  the  govern- 
ment, and  public  opinion.  Even  those  who  would  substitute  price- 
level  changes  for  wage-level  changes  as  the  basis  for  the  adjust- 
ments of  old-age  benefits  consider  the  principle  of  the  dynamic 
pension  for  all  practical  purposes  unassailable  at  the  present 
time.  As  long  as  wages  increase  at  a  faster  rate  than  prices,  the 
system  meets  the  wishes  of  large  masses  of  employees.  As  long 
as  Germany's  economic  growth  continues  at  a  satisfactory  rate, 
the  dynamic  pension  will  not  lead  to  serious  financial  problems. 
As  presently  construed,  the  system  contains  enough  safeguards 
to  weather  economic  adversity  for  short  periods  of  time.  Changes 
in  the  benefit  formula  and  in  the  adjustment  mechanism  offer 
fairly  easy  technical  ways  to  achieve  flexibility  in  case  of  pro- 
longed economic  downtrends.  The  system's  very  success  has 
aroused  international  interest.  Consequently,  it  has  gained  and 
will  continue  to  gain  an  increasing  number  of  admirers  and  imi- 
tators in  the  international  marketplace  of  ideas.^^  It  has  provided 
a  powerful  stimulus  to  a  trend  which  will  have  to  be  taken  into 
account  wherever  the  adjustment  of  long-range  social  security 
♦  benefits  to  subsequent  changes  in  economic  conditions  is  ^  under 
discussion. 


Although  there  were  some  precedents  (as  for  instance  the  French  law  of 
August  22,  1948,  for  nonagricultural  workers,  the  Chilean  laws  of  July  28, 
1952,  for  manual  workers  and  October  3,  1952,  for  salaried  employees 
[suspended  in  1957  and  only  partially  restored  by  the  primary  cost-of-living- 
oriented  Law  No.  15,386  of  December  11,  1963,  on  "revaluation  of  pensions"], 
and  the  Dutch  law  of  May  31,  1956,  affecting  the  universal  flat  pension),  the 
German  Reform  of  1957  offered  sufficient  novel  features  to  influence  subse- 
quent enactments.  Dismissing  national  social  security  legislation  which  used 
wage  levels  only  as  one  of  several  criteria  for  the  adjustment  of  current 
pensions  (Switzerland,  Luxembourg)  and  others  which,  similar  to  Art.  65 
(10)  ILO  convention  102,  used  the  wage  level  primarily  as  reflecting  cost-of- 
living  changes  (Cuba,  Nicaraugua,  Bolivia,  Argentina,  and  Brazil),  German 
experience  may  have  influenced,  or  was  at  least  available  for,  the  drafters  of 
the  Swedish  (May  28,  1959)  methods  of  adjusting  the  graduated  pensions, 
and  the  recent  Canadian  systems.  The  recent  Austrian  law  follows  the 
pattern  set  by  the  German  Federal  Republic  very  closely. 
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PART  II 

NOTES  ON  THE  GERMAN  SICKNESS  INSURANCE:  1965 


One  of  the  greatest  surprises  which  await  an  American 
observer  who  studies  the  German  sickness  insurance  system  is 
that  82  years  of  basically  untrammeled  development  still  leave  a 
number  of  problems  unsolved.  This  part  of  the  report  addresses 
itself  to  certain  issues  under  discussion  in  the  Federal  Republic 
of  Germany  in  1965. 

Bismarck's  Compulsory  Sickness  Insurance  Law  of  June  15, 
1883,  RGBL-73,  which  provided  for  free  medical  treatment,  free 
medicine,  and  cash  allowances  for  industrial  workers,  has  sur- 
vived two  world  wars,  two  serious  inflations,  three  basic  changes 
of  the  form  of  government,  and  Allied  occupation.  Furthermore, 
this  remarkable  social  innovation  has  set  the  pattern  for  similar 
programs  in  all  parts  of  the  world.  It  is  tempting,  therefore,  to 
review  its  operations. 

Coverage 

All  manual  workers  and  salaried  employees,  up  to  a  monthly 
salary  level  of  DM900,  are  compulsorily  insured.  So  are  the 
beneficiaries  of  old-age,  survivors,  and  disability  insurance  and 
the  unemployment  compensation  system.  Self-employed  persons 
in  cottage  industry,  independent  teachers,  musicians,  artists,  mid- 
wives,  and  other  health  personel  who  do  not  employ  others  also 
fall  under  the  obligatory  sickness  insurance  if  their  annual 
income  does  not  exceed  DM10,800. 

In  addition  to  the  compulsory  insurance,  the  West  German 
system  includes  strictly  limited  forms  of  voluntary  continuation 
and  voluntary  participation.  Persons  no  longer  compulsorily 
insured  (for  instance  due  to  a  change  of  occupation  or  their 
incomes  exceeding  the  statutory  limit  of  DM10,800  p.a.)  may 
voluntarily  continue  in  the  sickness  insurance  program  if  they 
were  covered  for  26  weeks  in  the  last  12  months,  or  at  least  for 
six  weeks  immediately  preceding  the  change  of  circumstances 
and  if  they  apply  within  three  weeks  thereof.  The  same  option 
is  open  to  surviving  spouses  and  the  divorced  marriage  partner. 

Under  the  condition  that  the  annual  income  ceiling  of 
DM10,800  not  be  exceeded,  voluntary  participation  is  open  to  all 
economically  active  persons  and  OASDI  beneficiaries  if  they  are 
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not  subject  to  compulsory  sickness  insurance.  These  provisions 
also  apply  to  the  unpaid  but  active  members  of  the  employer's 
family  and  to  small  businessmen  with  no  more  than  two 
employees  (who  themselves  are  subject  to  compulsory  sickness 
insurance) . 

The  coverage,  except  for  sick  pay,  extends  to  the  dependents 
of  the  insured.  In  1964,  28.4  million  persons  and  19  million 
dependents,  approximately  85  percent''-  of  the  total  population, 
had  public  sickness-insurance  coverage.  Of  the  28.4  million,  16.8 
million  were  compulsorily  insured,  5.8  million  were  OASDI  bene- 
ficiaries, and  almost  the  same  number,  5.8  million,  were  volun- 
tarily insured.*^'^  This  high  rate  of  voluntarily  insured — in  the 
great  majority  of  cases,  salaried  employees  who  carry  the  entire 
contribution  burden — may  have  resulted  partly  from  the  fact 
that  the  annual  income  ceiling  for  compulsory  coverage  for  sal- 
aried employees  was  kept,  until  September  1,  1965,  at  the  1957 
level  of  DM7,920  per  year,  equivalent  to  a  monthly  salary  of 
DM660,  which,  because  of  the  sharp  rise  in  the  wage  level  in 
the  intervening  years,  exempted  many  employees  from  obligatory 
coverage.  About  1.4  million  additional  white-collar  workers  are 
subject  to  compulsory  insurance  under  the  new  dispensation. 
This  ceiling  differs  from  that  recently  applied  to  compulsory 
OASDI  coverage  for  salaried  employees  (DM21,600).  As  a  result, 
2.3  million  white-collar  employees,  compulsorily  insured  against 
the  risk  of  old  age  and  disability,  do  not  fall  under  the  com- 
pulsory sickness  insurance.  Moves  can  be  expected  in  the  future 
to  apply  the  higher  OASDI  ceiling  for  salaried  workers  to  sick- 
ness insurance  and  thereby  equalize  the  coverage  and  perhaps 
link  it  automatically  to  salary  changes,  the  opposition  of 
employers  and  the  medical  profession  notwithstanding. 

The  law  compels  all  insured  persons  to  join  a  sickness-insur- 
ance fund,  determined  by  location,  occupation,  or  choice.  These 
funds  administer  the  law  and  are  in  turn  obliged  to  provide  the 
insured  and  their  dependents  at  a  minimum  with  the  statutory 
benefits. 

Benefits 

As  in  most  other  systems,  the  German  system  distinguishes 
between  benefits  in  kind  and  cash  benefits.    The  first  group 

"2  This  represents  the  highest  coverage  in  all  countries  of  the  European 
Economic  Community  (see  EEC  Social  Statistics  1962,  No.  4,  p.  138),  As  in 
other  continental  European  countries,  health  insurance  was  originally  planned 
only  for  low-wage  earners.  Coverage  expanded,  but  was  not  expected  to 
extend  to  the  whole  population. 

63  BMf  AS,  Arheits-  und  Sozialstatistische  Mitteilungen,  April  1965,  p.  85. 
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includes  free  medical  and  dental  care  for  both  insured  persons 
and  dependents  without  time  limit  and  extending  26  weeks  after 
termination  of  insurance,  practically  unlimited  free  hospital  treat- 
ment, free  drugs  (subject  to  a  nominal  prescription  charge  of  50 
Pfennige) ,  appliances  and  dentures,  and  recently  improved  ma- 
ternity benefits.  Benefits  in  kind  have  to  be  provided  without 
discrimination;  they  have  to  be  appropriate  and  adequate,  but 
should  not  exceed  the  need,  and  they  are  to  be  administered  with 
due  exercise  of  economy.''^ 

Cash  benefits  comprise  a  sickness  allowance,  or,  alternatively, 
a  household  allowance,  if  the  insured  person  is  hospitalized; 
maternity  cash  benefits  and  confinement  grants;  and  a  death  bene- 
fit. All  cash  benefits,  subject  to  the  special  provisions  which  apply 
for  the  first  six  weeks,  are  paid  from  the  second  day  of  attested 
inability  to  work'"  and  are  related  to  the  wage  or  salary  of  the 
insured.  According  to  the  number  of  dependents,  the  minimum 
benefit  is  65  to  75  percent  of  wages  for  the  first  six  weeks  and 
75  percent  to  85  percent  from  the  beginning  of  the  seventh  week, 
up  to  a  ceiling  of  DM900  per  month.  For  the  first  six  weeks  of 
sickness,  a  distinction  has  to  be  drawn  between  manual  and 
white-collar  workers.  Salaried  employees  are  entitled  by  the 
labor  code  to  receive  full  pay  for  this  period  from  the  employer, 
and  thus  for  this  period  they  receive  no  cash  benefits  from  sick- 
ness insurance.  Manual  workers  receive  payment  in  this  period 
from  two  sources:  65  to  75  percent  from  their  sickness  fund,  the 
difference  up  to  100  percent  of  wages  from  the  employer.  Equali- 
zation of  manual  workers'  to  salaried  employees'  status  in  this 
regard  has  been  one  of  the  most  hotly  contested  issues  for  some 
time.  Household  allowances,  paid  when  the  insured  employee  is  in 
the  hospital,  represent  fractions  of  this  amount,  ranging  from 
25  percent  for  persons  without  dependents  to  100  percent  of  the 
sickness  allowance.  Sickness  (household)  allowances  are  paid  for 
up  to  78  weeks  in  a  three-year  period. 

Based  on  preliminary  data  for  1963,  the  German  sickness- 
insurance  program  spent  62  percent  of  total  expenditures  on 
benefits  in  kind,  31  percent  on  cash  benefits,  and  about  6  percent 
on  administrative  costs. A  more  recent  breakdown  allots  26.5 


«^  Art.  368g-,  Law  of  August  17,  1955. 

In  the  case  of  industrial  accidents  and  occupational  diseases,  sick  pay 
commences  on  the  first  day.  The  sickness-insurance  carriers  are  reimbursed 
by  the  workmen's  compensation  fund. 

^6  Based  on  BMf  AS,  "Hauptergebnisse  der  Arbeits-  und  Sozialstatistik," 
p.  88.  Germany,  next  to  Belgium,  which  includes  invalidity  benefits  in  its 
sickness  insurance  system,  allots  a  higher  percentage  of  sickness-insurance 
outlay  to  cash  benefits  than  other  members  of  the  European  Economic  Com- 
munity (EEC  Social  Statistics  1692,  No.  4,  p.  145). 
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percent  to  cash  benefits,  24.4  percent  for  the  payment  of  phy- 
sicians' and  dentists'  fees,  17  percent  for  drugs  (including  appli- 
ances and  dentures) ,  and  17.8  percent  for  payments  to  hospitals, 
a  total  of  85.7  percent  of  the  revised  1963  sickness-insurance 
expenditures  of  DM12,877  million."'  The  expenditures  of  the  sick- 
ness insurance  program  absorbed,  in  1963,  25.5  percent  of  the  total 
social  security  outlay  and  3.8  percent  of  the  national  income/'** 

Sickness  Insurance  Expenditures,  1961-63 
(in  million  DM) 


Selected  Objects  of  Expenditure 


Total 

Year  expenditures 

Cash 
benefits 

Physicians 
and  dentists 

Drugs 

Hospital- 
ization 

1961  10,674 

3,051 

2,602 

1,753 

1,777 

1962  12,498 

3,461 

2,926 

1,953 

2,036 

1963 

(preliminary)  12,877 

3,417 

3,143 

2,185 

2,295 

Source:  Ministry  of  Labor  and  Social  Affairs,  various  documents. 


Taking  1950  as  a  base,  the  total  social  security  outlay  increased, 
by  one  account,  by  289  percent;  by  another,  329  percent.  The 
outlay  for  sickness  insurance,  however,  increased  by  465  percent; 
or  by  another  account,  by  475  percent.  For  1964,  the  respective 
figures  are  373  percent  and  532  percent."-^  Among  the  expendi- 
tures for  sickness  insurance,  the  various  objects  of  expenditure 
showed  different  rates  of  increase.  Using  1953  as  a  base:  total 
1962  expenditures  increased  by  211  percent,  payments  to  phy- 
sicians by  181  percent;  for  dentists,  267  percent,  for  drugs,  171 
percent;  hospitalization,  186  percent;  administrative  cost,  242 
percent;  but  cash  payments,  by  323  percent.  Cash  benefits, 
affected  by  the  wage-level  increases,  rose  more  sharply  in  these 
nine  years  than  all  others.""  The  remarkable  fact  that  neither 


^"^  Based  on  BMf  AS,  Arbeits-  und  Sozialstatistische  Mitteilungen,  1965,  No. 
4,  p.  83. 

See  above;  Wirtschaft  und  Statistik,  January  1965,  p.  110.  Germany, 
together  with  Holland,  leads  other  EEC  countries  in  the  percentage  of  total 
security  expenditures  devoted  to  sickness  insurance  (see  EEC  Social  Statistics 
1962,  No.  4,  p.  147). 

69  Computed  on  the  basis  of  "Finanzpolitische  Mitteilungen,"  Bulletin  des 
Presse  Informationsdiensts  der  Bundesregierung,  No.  1031,  1964,  pp.  696  ff. 
The  respective  increases  in  OASDI  expenditures  were  even  higher. 

70  This  is  also  substantiated  by  an  attempt  to  compare  1963  expenditures 
per  insured  person  with  the  1953  base;  Hauptergebnisse,  p.  103,  and  later 
data.  Cash  benefits,  with  a  260-percent  increase,  and  drugs,  with  a  250- 
percent  increase,  lead  the  parade.  Within  the  last  year,  hospital  costs  in- 
creased sharply.  According  to  Die  Angestelltenversicherung  (October,  1965, 
p.  305),  they  increased  by  12.18  percent,  the  highest  rate  of  increase  before 
drugs  (9.01  percent)  and  dentistry  (7.75  percent). 
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hospital  nor  medical  expenses  rose  as  fast  is  linked  to  the  fact 
that  the  overwhelming  majority  of  hospitals  are  either  public,  i.e., 
community-owned  (60  percent),  or  charitable  (35  percent)  and 
run  a  deficit  (  one-half  billion  DM  in  1964),  covertd,  as  a  rule,  by 
the  local  authorities.  The  social  sickness  insurance  carriers 
expect  to  be  charged  considerably  more  in  the  future  after  a  new 
federal  hospital  and  nursing  care  tariff  has  been  promulgated  and 
fear  that  they  will  have  to  assume  some  or  all  of  the  deficit."®* 
The  complicated  system  of  remunerating  doctors  and  dentists,  to 
be  discussed  below,  delays  adjustment  of  their  fees  to  wage-level 
changes  for  the  duration  of  the  carrier-doctor-dentist  collective 
agreements,  and  operates  for  the  current  agreement  period  as  a 
ceiling  on  the  medical  expense.  Drugs,  the  cost  of  dentures,  etc., 
which  are  not  so  determined,  can  hence  rise  much  faster. 

Financing 

The  German  sickness-insurance  system  does  not  receive  govern- 
ment subsidies  out  of  general  revenues;  it  is  financed  from  con- 
tributions of  the  insured  and  employers.  Only  the  miners'  fund 
receives  some  government  subsidization.  In  the  case  of  com- 
pulsory insurance,  the  insured  worker  or  salaried  employee  and 
the  employer  each  pay  50  percent  of  the  payroll  tax.  The  law 
entitles  the  individual  social  security  carriers  to  levy  payroll 
taxes  on  employers  and  employees  up  to  11  percent,  which  apply 
to  all  wages  and  salaries  up  to  the  annual  DM10,800  ceiling.  The 
September  1,  1965,  change  from  the  previous  DM7,920  ceiling 
is  expected  to  aflfect  approximately  9  million  blue-collar  workers 
whose  earnings  exceeded  the  former  ceiling  of  DM660  monthly, 
who  will  now  contribute  up  to  DM12.00  monthly  as  their  share.'^ 
In  the  case  of  OASDI  and  Unemployment  Compensation  bene- 
ficiaries, the  sickness  funds  are  reimbursed  by  the  respective 
social  security  carriers."^^  The  constant  increase  in  outlays,  while 


Kurt  Werdin,  in  "Will  der  Staat  die  Soziale  Krankenversicherung  zum 
Traeger  eines  oeffentlichen  Gesundheitsdienstes  machen?"  Sozialer  Fort- 
schritt,  October  1965,  pp.  228-31,  records  a  movement  to  charge  the  sickness 
funds  with  the  full  cost  of  hospital  care  regardless  of  their  ability  to  pay, 
in  order  to  reduce  the  financial  burden  of  the  Laender  and  municipal  gov- 
ernments. 

"1  American  Embassy,  Bonn,  A-197,  August  5,  1965,  p.  23.  Die  Angestell- 
tenversicherung  (July  1965,  p.  201)  speaks  of  4  million. 

OASDI  reimbursement  failed  to  cover  the  sickness-insurance  expendi- 
tures of  the  OASDI  beneficiaries.  In  the  case  of  the  alternate  funds  for 
salaried  employees,  the  latter  exceeded  the  transfer  payments  by  36.46  per- 
cent in  1965  (see  Walther  Heyn:  "Die  Reformbeduerftigkeit  der  Rentner- 
krankenversicherung,"  Die  Angestelltenversicherung,  November  1965,  pp. 
315-317). 
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leaving  wage  ceilings  constant  between  1957  ard  1565,  forced 
the  funds  to  increase  the  combined  er^^ployer-employee  payroll 
tax  rates  from  6.3  percent  in  1956  to  9.7  percent  in  1964."- 

Organization 

One  of  the  basic  characteristics  of  the  West  German  sickness 
insurance  system  is  the  reliance  on  approximately  2,000  inde- 
pendent funds.  This  has  its  historical  reasons  in  the  pre- 
Bismarck  development  of  mutual  aid  societies  by  the  crafts  guilds 
and  miners'  friendly  societies,  which  date  from  the  middle  ages. 
After  the  guild  system  disappeared  in  the  wake  of  the  French 
Revolution,  mutual  benefit  organizations  were  continued  on  a 
local  level  by  various  statutory  provisions  of  the  German  States. 
In  1854,  Prussia  introduced  compulsory  sickness  insurance  for 
miners,  providing  a  minimum  benefit  and  some  degree  of  self- 
government.  In  1876,  the  Reich  tried  to  regulate  the  various 
mutual  associations,  by  setting  uniform  standards  for  their 
organization  and  establishment.  The  initiative  was  left  to  the 
local  authorities,  but  the  response  was  inadequate.  By  1880  the 
number  of  insured  fell  from  the  1876  level  of  870,000  to  715,000; 
however,  they  were  cared  for  by  5,000  individual  funds  largely 
organized  on  a  trade  or  enterprise  basis. "-^  This  fact  was  par- 
tially responsible  for  Bismarck's  introduction  of  the  compulsory 
sickness  insurance  in  1883  following  William  IPs  speech  from 
the  throne,  of  November  17,  1881.  The  new  legislation  still  left 
the  administration  of  the  law  in  the  hands  of  old  and  new 
health  funds  organized  by  trade  or  enterprise.  Where  no  sick 
funds  existed,  the  local  authorities  had  to  provide  insurance, 
a  provision  that  was  removed  in  1914.  The  immediate  result  of 
Bismarck's  system  was  a  sharp  rise  in  the  number  of  sickness 
funds.  In  1900,  10  million  workers  were  insured  in  22,000  health 
plans."*  By  1911,  the  plans  still  numbered  20,000  before  their 
reduction  to  11,500  by  the  National  Insurance  Regulations  of 
that  year.  The  number  then  declined.  Attempts  by  the  National 


BMf  AS,  Arbeits-  und  Sozialstatistische  Mitteilungen,  April  1964,  p. 
83.  In  1883,  the  tax  rate  was  held  to  2  percent  of  taxable  earnings.  Funds 
which  cater  to  white-collar  employees  who  have,  for  the  first  6  weeks  of  sick- 
ness, a  100-percent  wage  claim  against  the  employer  could  maintain  financial 
equilibrium  with  a  lower  rate,  estimated  in  April  1964  at  6.9  percent. 

"3  Horst  Peters,  Die  Geschichte  der  Sozialversicherung,  Bad  Godesberg, 
1959;  Walter  Vogel,  Bismarck's  Arbeiterversicherung,  Braunschweig,  1911. 

"''^  Das  muss  man  wissen:  Taschenbuch  der  Sozialversicherung  fiir  das 
Jahr,  1961,  Essen,  p.  122. 
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Socialist  Administration  to  replace  these  independent  funds  with 
one  government  fund  failed,"^  and  West  Germany  entered  the 
postwar  period  with  about  2,000  sickness  funds,*"  a  number  which 
shows  only  little  tendency  to  decrease.  On  February  1,  1965, 
there  were  still  1,978  individual  and  independent  sickness  insur- 
ance carriers,  some  big,  many  small,  with  an  average  of  14,000 
members. 

They  can  be  grouped  into  eight  categories,  listed  in  the  follow- 
ing table,  which  indicates  the  number  of  carriers,  the  number  of 
insured,  and,  in  addition,  the  average  contribution  rates  applica- 
ble to  these  groupings: 


Organization  of  German  Sickness  Insurance  Funds  1964.-65 


Category 

Number 
of  funds 
as  of 
2/1/65 

Total 
number  of 

I  lio  U  JL  CTvi 

including 
OASDI 
and  UC 
beneficiaries 

Com- 
pulsorily 
insured 

Volun- 
tarily 
insuved 

Total 
OASDI 
and  UC 
beneficiaries 

Average 
combined 
employer- 
employee 
contribution 
rate  as  of 
4/1/64 

Total 

1.978 

28,393.060 

16,776.643 

5.769,033 

5,847.384 

9.66% 

General  (Area)  funds 
( Ortskrankenkassen ) 

402 

15,307,427 

9.514,464 

1,993,710 

3,299,253 

9.79% 

Rural  funds 

( Landkrankenkassen ) 

102 

413,904 

164,550 

178.544 

70,814 

8.27% 

Enterprise  funds 
( Betriebs- 
krankenkassen) 

1,279 

3.840,916 

2.766.465 

416,033 

658,418 

9.54% 

Artisan  funds 
(Innungs- 
krankenkassen ) 

170 

1,200,290 

1.015.126 

109.490 

175,624 

8.75% 

Seamen  funds 

(See  Krankenkassen) 

1 

69.695 

52,297 

10.112 

7,286 

6.60% 

Miners  funds 

( Knappschaftiiche 

Krankenkassen) 

8 

1.330.879 

529,596 

32,207 

769,076 

9.95% 

Alternate  funds 
for  workers 
( Arbeiter- 
Ersatzkassen) 

8 

261,818 

204,614 

57,626 

19,578 

9.92% 

Alternate  funds  for 
salaried  employees 
( Angestellten- 
Ersatzkassen) 

8 

to  be 
reduced 

to 
7a 

5.948.131 

2,529,531 

2,971,311 

2,976,820 

10.99% 

Source:     BMfAS,  Arbeita-  und  Sozialstatistische  Mitteilungen,  April  1965,  p.  85  ff. 


•'  See  footnote  78. 


'5  In  East  Germany  all  social  security  programs  were  unified  and  cen- 
tralized in  1956.  They  were  placed  under  the  control  of  the  unions.  In  West 
Berlin,  centralization  took  place  in  1949  and  later  was  abandoned  when  the 
system  was  coordinated  with  that  of  the  Federal  Republic. 

76  These  sickness  funds  also  serve  as  collection  agents  for  the  old-age, 
disability,  and  survivors,  as  well  as  the  unemployment  insurance. 
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The  greatest  number  of  insured  (88  percent)  are  covered  by 
three  categories:  the  general  area  (local)  funds  (55  percent), 
the  alternative  funds  for  salaried  employees  (20  percent)  and 
the  enterprise  funds  (13  percent).  The  latter  include  the  em- 
ployees of  the  Federal  railroad  and  postal  system  and  the  Federal 
Ministry  of  Transportation.  Other  funds  of  this  group  are 
organized  by  large  enterprises  and  plants,  comprising,  as  a  rule, 
all  manual  and  white-collar  employees  attached  to  the  under- 
taking. The  smaller  funds,  for  miners  and  seamen,  as  well  as 
the  artisan  (guild)  funds,  are  the  byproduct  of  occupational  and 
trade  divisions  of  the  economy. 

The  basic  type  of  insurance  funds  is  the  general  (area)  com- 
munity funds,  which  have  primary  jurisdiction  over  all  com- 
pulsorily  insured  persons  residing  in  the  geographic  area  unless 
they  are  clearly  attached  by  occupation  or  employment  to  other 
types  of  funds.  Most  industrial  workers  are  either  insured  in 
these  organizations  or  in  the  industrial  enterprise  funds.  The 
alternative  funds,  numerically  unimportant  for  manual  workers 
but  of  great  significance  for  salaried  employees,  offer  a  sanctioned 
substitute  to  the  compulsorily  insured  employees  of  respective 
employment  status.  They  offer,  as  a  rule,  more  generous  benefits, 
more  individualized  medical  care,  and  greater  prestige  in  return 
for  higher  contributions."  All  funds  are  financially  and  admin- 
istratively independent.  They  are  responsible  for  balancing 
income  and  expenses.  They  enjoy  self-government.  An  elected 
assembly  of  representatives  of  labor  and  management  elects  the 
board  of  directors.  In  the  alternate  funds,  self-government  is 
exercised  only  by  the  insured.  The  government's  role  is  primarily 
directed  to  the  supervision  of  the  fund's  activities  in  respect  to 
compliance  with  the  law  which  sets  minimum  standards  of  bene- 
fits and  ranges  of  contribution  rates.  The  payroll  tax  rate — and 
benefits  beyond  the  legal  minimum — are  determined  in  the  sick- 
ness-fund bylaws,  which  in  turn  emerge  from  the  assembly  of 
representatives.  The  actual  benefits  and  contribution  rates  differ, 
consequently,  between  individual  funds  and  various  categories. 
Financially  better  endowed  funds  may  provide  for  better  benefits 
in  kind  and  also  offer  higher  remuneration  to  their  providers, 
including  panel  doctors.  They  may  also  offer  additional  services 
(nursing  and  sanatoria)  and  some  preventive  care. 

The  financial  conditions  of  the  various  funds  in  a  given  cate- 
gory and  between  categories  differ,  not  merely  as  a  result  of 
differential  contribution  rates  and  income,  but  also  because  of 


"  Helmut  Schoeck,  ed.,  Financing  Medical  Care,  The  Caxton  Printers,  Ltd. 
(Caldwell,  Idaho,  1962),  pp.  13,  148. 
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differences  in  age  and  risk  distribution."''  Furthermore,  funds 
with  a  membership  recruited  predominantly  from  among  manual 
workers  face  the  higher  cash-benefit  burden  of  65  to  75  percent 
of  the  wage  up  to  DM660  per  month  (unchanged  by  the  recent 
amendment  in  order  not  to  reduce  the  employers*  obligation)  for 
the  first  six  weeks  of  inability  to  work,  whereas  this  burden  rests 
on  the  employers  in  the  case  of  the  white-collar  workers.  Salaried 
employees  also  seem  to  have  fewer  cases  of  sickness  than  manual 
workers.  The  annual  number  of  cases  of  incapacity  for  work  was 
only  39.6  per  hundred  for  the  alternate  white-collar  funds  as 
against  81.3  for  the  general  funds,  or  73.^  for  the  average  of  all 
funds. These,  the  higher  income  and  the  smaller  cash-benefit 
burden,  are  some  of  the  reasons  why  the  alternate  salaried- 
employee  funds  are  able  to  provide  more  attractive  and  pres- 
tigious benefits  than  the  general-area  and  other  funds.  These, 
as  well  as  the  rapid  growth  rate  of  white-collar  workers,  may 
have  contributed  to  the  faster  rate  of  increase  in  membership  in 
the  salaried  employees'  alternate  funds.  Their  membership  rose 
between  1956  and  1965  by  76.6  percent  while  the  total  number  of 
insured  persons  increased  by  only  12.6  percent.  From  13  percent 
of  total  membership  in  1956,  they  increased  to  20  percent  by  1965. 

Each  of  the  funds  is  a  quasi-governmental  agency  endowed  by 
law  with  power  to  tax  and  certain  administrative  powers  of  deci- 
sion. Government  supervision  is  exercised  primarly  by  the  State 
and  regional  sickness-insurance  offices,  and  for  funds  whose  juris- 
diction crosses  State  lines,  by  a  federal  insurance  office  in  Berlin. 
The  Federal  Ministry  for  Labor  and  Social  Affairs  prepares  legis- 
lation and  establishes  guidelines  and  other  aids  for  the  admin- 
istration of  the  system.  For  certain  purposes  transcending  the 
local  concerns  of  the  funds,  there  are,  for  each  of  the  categories, 
State  (Laender)  and  federal  associations  of  sickness-insurance 


'8  Such  differences  are  particularly  marked  between  funds  with  a  small 
number  of  insured,  the  average  being  14,000.  The  average  membership  in  the 
enterprise  funds  was  13,000.  For  artisans,  the  average  is  7,000  and  for  rural 
funds,  4,100.  A  good  example  of  a  particularly  poor  risk  distribution  is  the 
alternate  sickness  fund  for  foremen.  In  1965,  17  percent  of  the  insured  were 
65  years  old  and  over;  30%,  between  age  55  and  64;  and  the  average  age  was 
52.  The  fund  was  confronted  with  a  ratio  of  129  dependents  for  100  paying 
insured.  23.41%  of  the  members  were  OASDI  beneficiaries,  only  4.22%  were 
compulsorily  insured,  while  72.3%  were  voluntary  members,  hence  potentially 
unstable  contributors.  This  fund  is  expected  to  disappear,  its  membership 
to  be  absorbed  into  one  of  the  remaining  seven  alternate  funds. 

'9  BMf  AS,  Arbeits-  und  Sozialstatistische  Mitteilungen,  April  1965,  p.  86. 
The  same  favorable  picture  for  that  type  of  funds  emerges  from  a  comparison 
of  other  indexes  listed  there,  as,  for  instance,  duration  of  inability  to  work, 
days  spent  in  hospital,  etc. 
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carriers,  equally  endowed  with  legal  responsibility  and  power  of 
decision.  Among  their  tasks,  for  instance,  in  addition  to  advice 
and  coordination,  is  the  negotiation  of  master  agreements  with 
the  associations  of  panel  doctors  and  dentists. 

Parties  aggrieved  by  the  administrative  decisions  of  the  sick- 
ness-insurance scheme  can  seek  relief  from  the  courts.  A  special- 
ized social  (affairs)  court  system,  with  various  layers  and 
culminating  in  a  supreme  social  court  in  Kassel,  decides  the 
claims  against  the  various  institutions  in  the  sickness  insurance 
system. 

As  can  be  expected  from  such  a  multitude  of  organizations, 
the  system  is  quite  cumbersome  and  costly.  Administration  costs, 
which  average  approximately  6  percent  of  total  expenditures,  run 
as  high  as  11.3  percent  for  the  alternate  sickness  funds.  They 
are  lowest  in  the  enterprise  (industrial)  funds,  where  the  costs 
are  largely  borne  by  the  employer.  Defenders  of  the  status  quo 
point  to  the  degree  of  local  democracy  afforded  by  decentraliza- 
tion as  an  offset  to  the  impersonal  and  bureaucratic  central 
government;  the  latter  feels  somewhat  protected  against  public 
criticism  by  the  interjection  of  independent  agencies.  The  medi- 
cal profession  takes  advantage  of  the  multiplicity  by  discrimina- 
tory pricing,  and  labor  and  management  profit  by  the  respective 
power  positions  they  maintain  in  the  self-governed  administra- 
tions. They  maintain  that  their  cooperation  in  the  boards  of 
directors  assists  in  creating  a  desirable  industrial  relations 
climate. 

Selected  Issues 

The  various  interests  are  fairly  clearly  delineated.  The  govern- 
ment is  primarily  interested  in  holding  the  funds  responsible  for 
the  fulfillment  of  the  legal  mandate  to  provide  free  medical  serv-  | 
ices,  hospitalization,  and  drugs,  as  well  as  cash  benefits  to  their 
members.  Its  control  is,  therefore,  directed  to  the  legality  of  the 
funds*  actions  and  their  statutes.  Its  innovating  capacity  lies  in 
the  preparation  of  new  legislation  and  administrative  guides.  It 
seeks  to  prevent  deadlocks  in  the  negotiation  of  agreements  be- 
tween the  funds  and  the  supplier  of  medical  and  related  benefits, 
in  particular  the  medical  profession. 

The  sickness  funds  are  primarily  devoted  to  the  satisfaction  of 
the  justified  and  legal  requests  of  the  insured,  the  observation  of 
statutory  and  bylaw  standards,  and  the  maintenance  of  a  sound 
financial  status. 

Rising  benefit  costs  force  the  funds  to  seek  adequate  income. 
Since  82  percent  of  the  system's  income  derives  from  insured  (49 
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percent)  and  employer  (33  percent)  contributions,^"  the  two  main 
elements,  wages  and  payroll  tax  rate,  have  to  be  constantly  re- 
viewed. The  demand  of  the  funds  for  updating  ceilings  on  taxable 
earnings  and  compulsory  coverage  may,  if  too  long  delayed,  bring 
the  funds  in  opposition  to  the  executive  and/or  legislative 
branches  of  the  government.  When  the  combined  pressure  of  two 
minority  parties,  the  unions,  and  large  protest  meetings  of  certain 
carriers  succeeded,  in  the  last  days  of  the  1965  legislative  period, 
in  changing  both  ceilings  from  their  1957  level  to  DM900  a  month, 
this  relieved  the  system  of  the  necessity  of  raising  the  contribu- 
tion rates,  a  highly  unpopular  move,  and  added  annually  approx- 
imately DM2.3  billions,  i.e.,  16  percent,  to  their  income.^^  Funds 
competing  with  the  general-area  funds  can  also  increase  their 
membership  income  by  successful  competition  in  terms  of  services, 
although  the  German  structure  offers  only  limited  scope  for 
such  efforts. 

The  other  avenue  for  maintaining  financial  equilibrium  rests  in 
the  control  of  expenditures.  This  task  involves  the  relationship 
between  the  fund,  on  one  hand,  and  a)  the  insured  and  b)  the 
supplier  of  medical,  hospital,  and  pharmaceutical  goods  and 
services,  on  the  other. 

With  some  measure  of  success,  the  funds  seek  to  prevent  un- 
justified claims  of  the  insured  and  their  dependents  from  en- 
dangering the  system.  The  extent  of  these  problems  has  been 
grossly  exaggerated  in  West  Germany,  as  well  as  in  all  other 
countries,  by  the  foes  of  social  sickness  insurance.  Still,  vigilance 
on  the  part  of  the  carriers  is  required  to  prevent  abuses  like  the 
following:  some  of  the  steep  rise  in  cash  benefits  has  been  at- 
tributed to  malingering;  doctors  complain  of  waiting  rooms 
crowded  with  people  with  trivial  complaints;  the  increase  in  the 
cost  of  drugs  is,  in  the  opinion  of  some,  related  to  the  hoarding 
of  unnecessary  remedies  by  the  insured;  too  many  cases  are 
believed  to  lead  to  hospitalization,  and  stays  in  hospital  are  held 
to  be  unduly  prolonged.  For  most  of  these  complaints,  no  reliable 
quantitative  proof  has  been  offered.  Whatever  evidence  exists  is 
not  fully  convincing  and  pertains  only  to  some  of  the  problems. 
In  1963,  out  of  100  obligatorily  and  voluntarily  insured  workers, 
73.3  reported  a  case  of  incapacity  for  work  during  the  year  of  an 
average  duration  of  22.4  days;  8.3  went  to  the  hospital  for  an 

80  Computed  from  BMf  AS,  Arbeits-  und  Sozialstatistische  Mitteilungen, 
May  1965,  p.  119.  OASDI  and  unemployment  compensation  carriers  are  the 
main  sources  of  the  remaining  18  percent  of  income. 

SI  American  Embassy,  Bonn,  A-197,  August  15,  1965,  p.  23. 
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average  stay  of  22.7  days.*^  As  expected,  the  respective  rates  for 
OASDI  beneficiaries  are  considerably  higher,  those  for  dependents 
somewhat  lower.  It  has  been  suggested  that  these  morbidity  and 
utilization  rates  are  surprisingly  high  compared  with  other 
European  countries. "^-^  More  puzzling  is  the  steady  rise,  year  by 
year,  in  the  average  number  of  cases  of  sickness,^^  in  spite  of 
constantly  improved  living  conditions.  Between  1953  and  1963, 
the  annual  average  seems  to  have  increased  by  38.6  percent.^'^ 
The  reasons  for  these  developments  are  complex:  some  may  be 
related  to  overemployment;  some  are  probably  rooted  in  tradi- 
tional German  practices  and  attitudes  towards  sickness,  doctors' 
visits,  and  hospitals.  An  unknown  but  probably  small  number  of 
reasons  relate  to  institutional  factors,  as,  for  instance,  higher 
sick  pay  than  unemployment  compensation,  which  may  encourage 
sickness-insurance  claims  by  those  who  have  been  laid  off;  a 
relatively  high  number  of  insurance  patients,  encouraging  doctor 
referral  of  diagnostic  cases  to  hospitals;  and  poor  housing  condi- 
tions, encouraging  prolonged  hospital  stay. 

More  significant  for  the  sickness  funds  is  the  fact  that  all 
decisions  which  form  the  basis  for  sickness-insurance  claims 
emanate  from  the  panel  doctors.  Cash  benefits  depend  upon  the 
doctor's  certification  of  incapacity  for  work;  drug  claims  and 
hospitalization  costs  result  from  the  doctor's  prescriptions  and 
referrals.  The  difficult  task  of  protecting  sickness  funds  against 
unjustified  claims  by  the  insured  requires,  hence,  an  unusually 
high  degree  of  cooperation  on  the  part  of  the  independent  physi- 
cians and  dentists.  Since  their  economic  interests  do  not  neces- 
sarily coincide  with  those  of  the  sickness  fund,  influence  over 
the  admission  of  doctors  to  insurance  practice,  safeguards  for 
the  quality  of  performance,  and  fund  guidance  on  medical 
decisions  to  eliminate  overgenerous  resolution  of  doubtful  cases 
or  occasional  cases  of  collusion  have  had  to  be  developed.  Some  of 
these  tasks  can  be  left  to  the  organized  medical  community;  in 
others,  the  funds  participate  in  the  decisions  of  the  associations 


BMf  AS,  Arbeits-  und  Sozialstatistische  Mitteilungen,  April  1965,  p.  86. 

83  James  Hogarth,  The  Payment  of  the  Physician  (MacMillan,  1963),  pp. 
263-266  (Comparison  with  U.K.). 

A  sickness  case  in  the  statistical  sense  differs  from  a  case  in  the  medical 
sense.  It  refers  to  the  number  of  admission  vouchers  (certificates  of  entitle- 
ment) which  the  system  issues.  Each  covered  person  is  entitled  to  no  more 
than  one  such  voucher  per  quarter. 

Computed  from  BMf  AS,  Hauptergebnisse  der  Arbeits-  und  Sozial- 
statistik,  1963,  p.  97.  See  also  Federation  of  German  Employers  Associations, 
Krankenversicherungs-Neuregelungsgesetz,  March  1963,  p.  8. 
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of  panel  doctors;  and  in  a  few  cases  the  funds  resort  to  inde- 
pendent review. 

One  approach  attempts  to  reduce  the  demand  for  benefits  in 
kind  by  the  introduction  of  cost-sharing  (co-insurance).  The 
proposal  for  the  new  sickness-insurance  code  submitted  by 
Minister  Theodor  Blank  in  1960/1961  called  for  the  assumption 
of  25  percent  of  the  cost  of  medical  treatment  by  the  insured.  It 
also  provided  for  the  payment  of  certain  minimum  fees  by  the  in- 
sured for  drugs  and  hospital  costs.  The  proposal  failed  as  a 
result  of  strong  opposition  on  the  part  of  labor  and  the  physicians, 
and  with  it  went  the  chance  to  effect  a  systematic  reform  of  the 
sickness-insurance  law. 

A  panel  doctor's  determination  of  incapacity  to  work  can  be 
reviewed  and  overturned  by  medical  advisors  or  referees  at- 
tached to  provincial  (State,  or  Laender)  organizations  of  the 
old-age  and  survivors  system,  who  can  summon  the  insured 
person  for  an  examination.  This  is  the  only  situation  where 
physicians,  appointed  by  and  responsible  to  an  insurance  carrier 
and  independent  of  the  organization  of  panel  doctors,  exercise 
independent  control  over  the  judgment  of  their  colleagues.  In  all 
other  cases,^''  the  sickness  funds  share  control  with  the  representa- 
tives of  the  insurance  doctors,  in  some  cases  with  recourse  to  the 
social  court  system  if  aggrieved  by  the  results  of  shared  control. 

The  law  regulating  the  relations  between  doctors  and  dentists,  on 
the  one  hand,  and  sickness  funds  on  the  others,^^  although  subject  to 
reform  proposals,  is  the  capstone  of  80  years  of  stormy  relations  be- 
tween the  two  parties,  which  have  centered  upon  such  issues  as  the 
carriers'  right  to  hire  and,  in  particular,  to  fire,  to  establish, 
unilaterally,  guidelines  for  the  performance  of  medical  services,  to 
provide,  independent  of  the  panel  physicians,  medical  services  in 
fund-owned  and  -administered  clinics  and  hospitals,  and  determine 
standards  and  amount  of  remunerations.  Doctor  strikes,  boycotts, 
the  rise  of  protective  doctor  organizations  (Hartmann  Bund, 
Leipziger  Verband  1900),  truce  agreements  (Berlin  accord  of 
December  23,  1913),  violent  mutual  recriminations,  press  cam- 
paigns, mass  meetings,  political  lobbying,  and,  of  course,  a  series 
of  statutory  and  judicial  victories  and  defeats  mark  the  history 
of  this  continuous  struggle.  The  conflict  of  two  principles,  the 
legal  mandate  for  the  financially  responsible  social-insurance 

Sickness  funds  seem  to  have  an  additional  but  rather  weak  control  device: 
according  to  a  recent  court  decision,  the  funds  can  call  the  attention  of 
individual  doctors  to  medical  practices  which  can  be  termed  "uneconomical" 
(Kastner,  in  Die  Ortskrankenkasse,  1964,  p.  6). 
«'  Insurance  Doctors  Act,  August  17,  1955,  BGBL,  No.  28,  I  S  513. 
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carriers  to  provide  free  treatment  and  the  independence  of  the 
members  of  the  medical  profession  from  any  outside  encroach- 
ment in  their  relations  with  the  patients,  can  never  be  com- 
pletely and  lastingly  resolved.  At  best,  they  are  amenable  to 
tolerable  compromises  that  gain  stability  through  continuous 
usage.  Hallowed  by  tradition,  the  German  accommodation  of 
these  conflicting  interests  is  no  longer  challenged  in  essence.^'' 
For  many  years,  skirmishes  have  centered  only  upon  more  or  less 
marginal  issues;  nevertheless,  the  fighting  is  conducted  by  both 
sides  with  religious  fervor  and  with  reference  to  the  great  irrec- 
oncilable principles. 

The  pattern  which  has  evolved  establishes  a  counterweight  to 
the  State  (Laender)  and  Federal  associations  of  sickness-insur- 
ance funds  in  the  State  and  Federal  organizations  of  sickness- 
insurance  doctors  and  dentists.  These  organizations  exist  inde- 
pendent of  general  county  or  State  medical  associations.  All 
doctors  and  dentists  admitted  to  sickness-insurance  practice  must 
be  members  of  their  Land  organizations,  which  as  organs  of 
public  law  have  the  power  to  admit,  tax,^^  supervise,  censure, 
reprimand,  fine,  and  expel  the  members,  subject  to  social  court 
system  review.  These  organizations,  rather  than  the  individual 
doctors,  guarantee  (i.e.,  accept  the  collective  responsibility  for) 
the  uniform,  sufficient,  adequate,  and  economical  medical  care  of 
the  insured  and  their  dependents  (Art.368g,RVO) ,  represent  the 
interests  of  the  medical  profession  vis-a-vis  the  funds,  and  super- 
vise the  discharge  of  medical  (nonhospital)  responsibilities  (Art. 
368n,RVO) .  They  enter  into  collective  agreements  with  the  sick- 
ness funds;  they  received  the  lump  sums  from  the  sickness  funds 
(which  transfer,  by  law,  relieves  the  latter  of  any  further  obliga- 
tions to  the  doctors  [Art.368f ,RVO] ) ,  and  distribute  them  among 
their  members.  In  other  words,  they  exercise  a  publicly  sanc- 
tioned monopoly  which,  of  necessity,  brings  them  occasionally  into 
conflict  with  the  insured,  the  funds,  the  doctors,  and  the 
government. 

The  legitimate  interests  of  the  sickness  funds  are  served  by 
their  participation  on  equal  terms  on  admission,  and  admission- 
appeal  boards,  on  negotiation  committees  preparing  agreements 
between  funds'  and  doctors'  associations,  and  on  the  Land  and 

88  In  1923  physicians  fought  a  carrier  proposal  to  replace  free  medical 
treatment  by  cash  benefits,  which  would  have  restored  the  classical  doctor- 
patient  relation.  In  1960  they  opposed  cost-sharing  and  reimbursement 
proposals  as  "social  retrogression." 

89  The  tax  normally  consists  of  a  2-  to  3-percent  levy  on  the  payments  made 
by  the  association  to  its  members. 


48 


Federal  executive  committees  of  panel  doctors  and  dentists  (Art. 
368o,  RVO),  which  establish  the  binding  guidelines  for  the 
medical  sickness-insurance  practice,  including  prescription  of 
drugs,  referral  to  hospitals,  determination  of  incapacity  for  work, 
etc.  In  addition,  the  sickness  funds  participate  on  equal  terms 
with  the  organizations  of  insurance  doctors  on  arbitration  boards 
(Art.368h  and  i,RVO),  which  settle  disputes  or,  faihng  this,  make 
decisions  which  govern  fund-doctor-association  relations.  Sick- 
ness funds  also  send  medical  observers  to  the  physician  associa- 
tions' examination  and  complaints-appeal  committees  (Art.368n, 
RVO),  which  determine,  among  other  matters,  the  remuneration 
of  doctors'  services  for  the  insured. 

In  essence,  these  institutional  devices  assure  the  State  (Laen- 
der)  and  Federal  sickness-fund  associations  a  fair  share  of  in- 
fluence over  the  selection  and  the  performance  of  doctors. 
Although,  since  1960,  all  physicians  and  dentists  who  are  members 
in  good  standing  in  their  profession  can  apply  for  placement  on 
the  insurance-doctor  register,  valid  for  all  types  of  sickness  funds, 
and  are  eligible  for  admission  after  a  probationary  indoctrination 
and  apprenticeship  period  of  18  months,-'"  their  actual  appoint- 
ment to  fill  a  vacancy  in  a  specific  location  depends  upon  a  favor- 
able admission-board  decision,  which  takes  into  account  com- 
petence, age,  years  of  experience,  including  years  as  a  deputy  or 
assistant  to  an  insurance  doctor,  and  knowledge  of  local  condi- 
tions. Before  1960,  few  practitioners  under  age  40  were  ap- 
pointed. At  present,  approximately  47,000  practitioners  have  been 
admitted,  leaving  only  2,500  to  3,000  practicing  doctors  whose 
entire  income  derives  from  private  patients. 

While  supervision  of  the  doctors'  performance  in  the  purely 
medical  sense  (including  complaints  in  regard  to  inadequacy  of 
treatment)  is  in  effect  left  largely  to  their  own  organizations,  the 
prescription  of  drugs  from  an  established  list  is  further  controlled 
by  statistical  guides  (average  cost  factors,  guideline  amounts) 
developed  for  each  type  of  sickness.  Gross  overprescriptions  may 

'•^0  This  requirement  may  be  affected  by  Art.  3(c)  of  the  Treaty  of  Rome  of 
5/25/57,  which  calls  for  the  removal  of  all  hindrances  to  the  movement 
of  persons,  services,  and  capital  within  the  European  Economic  Community 
(see  Dr.  Rolf  Schloegell:  "Der  Vertrag  Ueber  die  EWG  und  Seine  Auswirk- 
ungen  auf  den  Aerztlichen  Berufsstand"  in  Deutsches  Ae^^zteblatt-Aerztliche 
Mitteilungen,  April/May  1965,  p.  38). 

'■'^  Interview  with  Dr.  Schloegell,  June  14,  1965.  Fritz  Kastner,  Director  of 
the  Federation  of  General  Area  Sickness  Funds,  estimated,  in  an  interview 
of  June  9,  1965,  that  at  least  90  percent  of  the  practicing  physicians  and 
specialists  are  enrolled  in  the  sickness-insurance  system.  The  Medical  World 
News  (December  20,  1963,  pp.  56-58)  speaks  of  95  percent. 
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invoke  a  doctor's  liability  and  result  in  repayment  claims  against 
the  doctor,  to  be  deducted  from  his  remuneration. 

On  the  other  hand,  the  collective  agreements  entered  into  by 
the  State  (Laender)  and  regional  organizations  of  insurance 
doctors  with  their  counterpart  fund  associations  protect  the 
physicians  against  the  competition  of  medical  facilities  owned  by 
the  sickness  funds.  Other  agreements  between  the  organizations 
of  panel  doctors  and  the  hospitals  and  university  clinics  attempt 
to  regularize  their  respective  relations,  also  with  an  eye  to 
minimizing  possible  competition  from  the  medical  staffs  of  these 
institutions.  Chiefs  of  general  and  university  hospitals  can  be 
admitted  to  the  panel  doctors'  associations  as  extraordinary 
members. 

Remuneration  of  Physicians 

Bismarck's  1883  law  replaced  the  patient  with  the  sickness- 
insurance  carrier  as  the  main  source  of  income  for  the  panel 
doctor.  It  is  not  his  only  source,  since  typical  practitioners  derive 
between  one-fourth  and  one-third  of  their  total  income  from 
private  patients  (in  two-thirds  of  those  cases,  from  the  private 
sickness-insurance  companies;  6,241,000  private  policies  cover  11 
percent  of  the  population.)^-  Obviously,  a  physician's  interest  in 
the  source  of  two-thirds  or  three-fourths  of  his  income  runs  high 
and  has  been  the  center  of  the  conflict  between  sickness  funds 
and  the  medical  profession  for  most  of  the  history  of  German 
health  insurance.  At  times,  it  has  assumed  many  aspects  of 
German  labor-management  wage  disputes.  As  a  consequence,  the 
present  procedure  for  the  settlement  of  medical  income  claims 
borrows  heavily  from  the  institutions  of  German  labor  law  and 
practice.  There  is  a  similar  hierarchy  of  master  agreements  on 
the  Federal  and  State  (Laender)  level  which  establish  the 
principles  of  settlement  that  enter  into  the  collective  agreements 
between  a  specific  fund  and  the  State  (Laender)  or  regional 
organization  of  panel  physicians;  there  are  the  negotiating  com- 
mittee and  also  the  conciliation,  mediation,  and  compulsory  arbi- 
tration boards.  The  major  deviation  from  labor  law  practice 
occurs  only  in  the  status  of  the  partners.  Quasi-public  adminis- 
trative agencies,  fulfilling  a  legal  mandate  and  supervised  by  the 
government,  confront  each  other  at  the  negotiating  table,  not  as 
agents  of  their  members  but  as  principals. 

The  final  solution  is  ingenious.  The  funds  pay  a  lump  sum  to 
the  association  of  physicians,  and  are  thereby  released  from  any 


92  German  Statistical  Yearbook,  1964,  p.  407. 
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further  financial  obligations  to  the  doctors.  The  latter  enter  their 
claims  only  against  their  association,  which  scrutinizes  and  satis- 
fies them  within  its  resources  after  deductions  for  a  retirement 
fund  and  cost  of  administration.  In  this  process,  the  associations 
have  established  certain  equitable  considerations  which  penalize 
the  fraudulent  claim,  the  overcharging  member,  the  doctor  who 
appropriates  too  much  of  the  social  insurance  clientele,  and  the 
habitual  prescriber  of  the  costliest  drugs  beyond  the  requirements 
of  the  case. 

For  each  of  these  steps,  the  law  permits  a  variety  of  ap- 
proaches. For  the  first  step,  the  determination  of  the  lump  sum, 
the  parties  have  a  choice  of  basing  it  either  on  the  number  of 
insured  or  the  number  of  cases.  They  can  also  agree  to  compensate 
the  association  of  panel  doctors  for  each  service  rendered.  The 
last-named  method  is  favored  at  present  by  the  medical  profession 
and  was  incorporated  in  the  ill-fated  1960  reform  proposal  of  the 
Ministry  of  Labor.^^  The  most  common  procedure  is  still  the 
capitation  payment,  which,  by  law,  has  to  be  based  on  an  esti- 
mate of  medical-service  requirements,  wage-level  changes,  and  the 
financial  condition  of  the  carrier.  The  first  of  these  three  con- 
siderations requires  a  comparison  with  services  rendered  in  a 
base  year.  The  second  consideration  adjusts  the  remuneration — 
at  least  after  a  delay — to  changed  economic  conditions.  Taxable 
wages  and  changes  can  be  used  as  an  independent  yardstick  for 
the  determination  of  the  lump-sum  payment  by  expressing  it  as 
a  percentage  of  the  wage  base  which  determines  contributions 
collected  by  the  funds,  thereby  reflecting  changes  in  carrier  in- 
come. 

In  the  negotiation  between  carriers  and  the  physicians' 
"unions"  over  the  lump  sum,  assumptions  in  regard  to  the  ex- 
pected payment  by  the  latter  to  their  members  play  a  crucial 
role.  These  payments  are  computed  on  the  basis  of  a  list  of 
individual  services  rendered  that  are  recorded  on  the  admission 
vouchers  submitted  by  the  physician  to  the  association;  hence,  the 
fees  for  the  various  types  of  services  assume  a  major  importance. 
To  facilitate  their  determination  and  rank  order,  the  Federal 
Government  issued,  on  March  25,  1965,^*  a  schedule  for  phy- 
sicians' and  dentists'  services.  This  document  lists  not  only  fees 


»3  The  fee-for-item-of-service  system  seems  to  spread.  Quite  apart  from 
the  alternate  (substitute)  health  funds,  which  seem  to  favor  this  remunera- 
tion method,  a  growing  number  of  general-area  (community)  sickness  funds 
have  introduced  this  scheme  (see  Kastner,  op.  cit.,  p.  12). 

9*  BGBL,  No.  9,  1965. 
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for  office  and  home  visits,  night  calls,  etc.,  but  also,  under  1,019 
headings,  fees  for  all  major  types  of  medical  specialties.  It  re- 
places a  nearly  seventy-year-old  predecessor-'*'  which  had  long  ago 
ceased  to  represent  current  practice,  an  indication  of  the  need 
for  frequent  revisions  of  such  schedules  to  reflect  changes  in  the 
relative  values  of  services  brought  about  by  progress  in  medical 
techniques.  Lists  of  this  type,  in  turn,  affect  medical  practice, 
since  practitioners  facing  a  choice  of  action  are  likely  to  select 
the  more  highly  regarded  and  rewarded  technique  as  presumably 
more  effective. 

The  official  list  of  fees  permits  a)  deviation  by  previous  agree- 
ment (which  presumably  could  be  useful  in  relation  to  wealthy 
private  patients),  or  b)  without  previous  agreement,  setting  of 
fees  up  to  500  percent  higher  to  take  account  of  special  difficulties, 
the  financial  status  of  the  patient,  and  local  conditions. 

Since  the  determination  of  the  lump  sum  is  affected  by  the 
financial  condition  of  the  sickness  fund,  weaker  funds  may  not  be 
able  to  transmit  sufficient  resources  to  the  associations  of  panel 
physicians  to  yield  100  percent  of  the  official  fees  for  legitimate 
services.  In  the  past,  some  doctors  had  to  be  satisfied  with  a 
lesser,  others  received  a  higher,  percentage  at  various  times  dur- 
ing the  year.  Since  the  new  fee  schedule  is  28  to  30  percent  higher 
than  the  preceding  one,  some  discounting  is  likely. 

The  State  (Laender)  and  regional  associations  of  panel  phy- 
sicians, following  principles  agreed  to  by  the  funds,  divide  the 
sum  of  submitted  service  claims  into  the  lump  sum  and  thereby 
arrive  at  the  percentage  of  claim  satisfaction  which  can  be  applied 
to  each  individual  member's  account.  Regularly  every  quarter, 
the  doctor's  office  submits  to  the  associations  the  admission 
vouchers  (certificate  of  entitlement)  which  the  insured  patients, 
who  procure  them  quarterly  from  the  carrier  (or  the  employer), 
had  surrendered  to  the  panel  doctor  of  his  choice  at  the  first  con- 
tact, the  doctor's  office  inserting  in  each  case  the  code  number  of 
the  specific  services  rendered.  The  association  prices  the 
vouchers,  scales  them  down  if  necessary,  and  then  remits  to  the 
doctor  the  computed  percentage  (applicable  to  all  members)  of 
the  individual  claim.  Since  the  total  operation  is  somewhat 
cumbersome  and  time-consuming,  advances  are  usual. 

The  process  of  assessing  the  validity  and  legality  of  individual 
doctor  claims  differs  between  associations  and  is  too  cumbersome 


9^  Preugo,  Preussische  Gehuerenordnung ,  a  tariff  promulgated  first  in  1896, 
repeatedly  amended  but  basically  unchanged  since  1924. 
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to  be  detailed  here.^'^  As  a  rule,  claims  are  compared  to  standards 
developed  for  each  type  of  illness  and  treatment,  which,  in  turn, 
are  derived  from  statistical  averages  of  past  experiences. 

One  of  the  reasons  for  doctor  demands  for  a  fee-for-service 
system  of  remuneration  in  the  first  (fund-association)  phase  lies 
in  the  hope  of  being  able  thereby  to  estimate  more  accurately  in 
advance — rather  than  several  months  after  treatment — what 
compensation  rate  to  expect.  Another  element  may  be  the  hope 
of  receiving  under  this  system  a  more  lenient  treatment  of  their 
claims  by  their  own  organizations.  A  fee-for-service  base  for  the 
determination  of  the  lump  sum  provides  the  funds  with  more 
direct  control  and  more  power  against  unreasonable  claims. 
Forced  to  offer  the  funds  more  precise  knowledge  for  the  basis  of 
their  own  demands,  the  associations  can  be  expected  to  stress 
more  their  function  as  advocate  rather  than  judge  of  the  phy- 
sicians' interests.  Underlying  the  demands  is  the  hope  of  in- 
creasing their  income  and  shifting  the  morbidity  risk  to  the 
carriers,  which  the  capitation  fee  system  leaves  initially  with  the 
physicians.  Under  the  capitation  system  in  such  cases  as  severe 
epidemics,  some  of  the  more  affluent  funds  have  made  additional 
lump-sum  payments  to  the  association  of  panel  doctors.  The  fee- 
for-item-of -service  system  would  make  such  payments  autom.atic. 
Another  recent  demand  of  the  doctors  for  linking  their  remunera- 
tion to  a  price  or  wage  index  (dynamic  fees)  is  encountering 
strong  resistance. 

Doctors^  Incomes 

Of  the  many  misgivings  with  which  the  medical  profession 
views  any  governmental  health  scheme  and  specifically  a  sickness- 
insurance  system  with  wide  coverage,  whether  expressed  in  terms 
of  fear  of  outside  interference  with  medical  practice,  fear  of 
overwork  or  excessive  bureaucratic  encroachment  through  forms, 
or  fear  of  endangering  the  confidential  doctor-patient  relations, 
none  is  more  fundamental  than  the  doctor's  anxiety  over  receiv- 
ing adequate  remuneration  and  maintaining  a  desirable  economic 
and  social  status. 

On  this  score,  the  German  solution  should  be  reassuring  to  the 
medical  world.  Absolute  figures,  before  and  after  expenses  and 
taxes,  are  impressive  but,  in  the  absence  of  relative  income- 

For  a  description  in  English  of  this  procedure,  see  Hogarth,  The  Pay- 
ment of  the  Physician:  Some  European  Comparisons  (MacMillan,  1963), 
pp.  231-248.  Fritz  Kastner,  in  "Kassenaerztliche  Verguetungs  Systeme: 
Pauschal  oder  Einzelleistungsverguetung,"  Die  Ortskrankenkasse  (1964) 
offers  a  penetrating  analysis  of  the  sickness  funds'  stake  in  the  various 
remuneration  schemes. 
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distribution  data,  not  too  significant.^'  Of  greater  value  are  the 
judgments  of  expert  observers  who  agree  that  the  German  insur- 
ance doctors  ''compared  with  other  professions  in  Germany 
[enjoy]  a  relatively  high  level  of  income/'^^  that  they  ''come  very 
close  to  the  average  income  level  of  people  with  university  educa- 
tion in  public  offices,"'*^  and  "that  their  income  provides  a  very 
comfortable  living. "^^'^  This  outcome  is  the  more  surprising,  since 
the  Federal  Republic,  unlike  other  countries,  has  no  absolute^ 
doctor  shortage.  She  enjoys  one  of  the  highest  densities  of 
physicians  or,  conversely,  one  of  the  lowest  ratios  of  popu- 
lation to  doctors:  650  inhabitants  per  doctor.^  Nor  has  the 
appeal  for  entering  the  medical  profession  abated.  According  to 
a  report  made  in  1964  to  the  Federal  Chamber  of  Physicians, 
5,900  students  started  their  medical  careers  in  the  face  of  a  de- 
mand for  2,000  to  2,100  doctors.^  Since,  for  most  of  the  new- 
comers as  well  as  the  present  medical  labor  force,  social  sickness 
insurance  represents  the  main  source  of  income,  the  explanation 
for  the  maintenance  of  an  adequate  level  of  living  must  be  sought 
in  the  system  itself.  Instead  of  depressing  the  economic  status 
of  the  profession,  the  system  with  its  statutory  closed-shop- 
monopoly  union  has  been  able  to  strengthen  the  bargaining  power 
of  an  oversupplied  sector. 

Some  Observations 

Starting  from  a  politically  determined  scheme  for  the  protec- 
tion of  the  economically  weakest  members  of  the  labor  force 
against  the  financial  risks  of  sickness,  the  West  German  sickness- 

^'  In  interviews  held  in  the  Federal  Republic  in  June  1965,  annual  incomes 
in  the  DM80,000-100,000  ($20,000-$25,000)  range  were  held  typical.  Follow- 
ing the  general  economic  trend,  incomes  rose  rapidly.  Based  on  a  statistical 
survey  of  turnover  tax,  1955-1961,  the  German  Embassy,  Washington,  esti- 
mated that  the  average  insurance  doctor's  gross  income  rose  between  these 
years  from  DM38,655  to  DM70,925;  Dr.  Rudolf  Schloegell  is  quoted  in  the 
literature  as  having  stated  that  physicians'  income  tripled  in  the  last  decade. 

98  James  Hogarth,  op.cit.  pp.  259-260. 

99  Dr.  Horst  Peters,  Duesseldorf  Social  Court,  quoted  in  Der  Spiegel, 
November  26,  1958. 

100  Rudolph  Schloegell  (see  footnote  97). 

1  There  are  of  course  the  expected  shortages  in  low-paying  hospital  posi- 
tions and  in  outlying  districts. 

2  Only  Austria,  Israel,  and,  according  to  some  reports,  Italy  have  higher 
density  rates.  All  other  EEC  countries  show  a  greater  population/doctor 
ratio:  France,  910;  Belgium,  740;  Netherlands,  890;  Luxembourg,  1,071 
{WHO  Annual  Epidemiological  and  Vital  Statistics  1961,  WHO  1964,  pp. 
670-677). 

3  Fritz  Kastner,  op.cit.  p.  9. 
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insurance  system  has  expanded  the  coverage  to  85  percent  of  the 
population.  Some  further  small  increases  in  coverage  can  be 
expected  in  the  future,  but  the  irreversibility  of  social  security 
institutions  weighs  heavily  against  any  radical  changes  in  either 
universal  coverage  or  sharp  retrenchment.  Both  the  relation  of 
sick  pay  to  wages  and  the  contribution  rates  follow  the  universal 
long-term  upward  trend.  Most  of  the  proposals  made  between 
1960  and  1965  centered  on  the  issues  raised  by  the  administra- 
tion's Sickness  Insurance  Reform  Bill,  the  so-called  "social 
package."  There  was  a  surprising  degree  of  agreement  on  the 
desirability  of  certain  measures,  as  for  instance  to  charge  the 
sickness  funds  with  the  obligation  of  initiating  extensive  pre- 
ventive health  measures,  among  them,  compulsory  annual  medical 
examination  for  employees  over  40.^  Differences  arose  only  on 
proposals  for  implementation:  the  German  Federation  of  Labor, 
the  DGB,  demanded  government  general-revenue  financing  of  the 
cost  of  preventive  care;  the  German  Federation  of  Employers 
Associations,  called  in  this  paper  the  FGEA,  left  the  financing  to 
the  sickness  funds  and  suggested  cautious  experimentation  and 
cooperation  with  similar  efforts  of  certain  old-age,  survivors,  and 
disability  insurance  carriers  and  individual  enterprises. 

Similar  cases  of  agreement  in  principle,  but  disagreement  in 
important  details,  arose  in  the  location  of  the  Medical  Advisor 
Service,  which  upon  sickness-fund  initiative  reviews  "incapacity 
to  work."  The  DGB  demanded  an  independent  service;^  the 
FGEA  wanted  to  leave  the  medical  referees  associated  with  the 
Land  OASDI  organizations.  Both  parties  defend  the  principle 
of  self-government  against  the  State,  but  the  DGB  wants  it  lim- 
ited to  the  employees,*^  while  the  FGEA  wants  bipartite  represen- 
tation extended  to  the  alternate  funds." 

There  were,  of  course,  also  important  disagreements:  the  DGB 
opposed  the  worker's  sharing  of  medical  cost,  management  advo- 
cated it.  The  one  issue  on  which  the  parties  showed  surface 
agreement  but  differed  greatly  in  reality  was  the  government's 
proposal  that  management  extend  to  manual  workers  the  con- 
tinued wage  payments  for  the  first  six  weeks  of  incapacitating 
sickness.  This  was  supposedly  the  price  German  employers  were 
to  pay  for  relief  from  financing  family  allowances,  one  of  the 


*  See  German  Federation  of  Labor  (DGB),  Basic  Program,  1963,  p.  20; 
Federation  of  German  Employers  Associations  (FGEA),  Krankenver- 
fticherungS'Neuregelungsgesetz,  March  1963,  p.  5. 

^  Basic  Program,  p.  21. 

« Ibid,,  p.  23. 

'  Krankenversicherungs-Neuregelungsgesetz,  p.  7. 
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main  elements  of  the  administration's  "social  deal.''  The  FGEA 
very  reluctantly  agreed  to  the  proposal  as  long  at  it  did  not  entail 
a  change  of  the  labor  law,  but  only  an  amendment  of  the  social- 
insurance  code.  Management  was  less  motivated  in  this  approach 
by  the  financial  considerations  (it  would  have  to  continue  to  pay 
social  security  contributions  on  sick  pay  while,  in  the  "social 
insurance"  approach,  half  the  cost  would  be  carried  by  worker 
contributions)  than  by  its  unwillingness  to  extend  additional 
labor  law  privileges  (6- weeks  layoff  notice,  etc.)  of  the  salaried 
employees  to  the  manual  workers.'' 

The  government  never  succeeded  in  "selling  the  social  pack- 
age." Several  of  the  most  important  issues  could  no  longer  be 
postponed  and  had  to  be  settled  independently  (fee  schedule,  rais- 
ing the  monthly  contribution  ceiling  from  DM660  to  DM900, 
etc.),  and  the  shift  of  the  financial  burden  of  family  allowances 
from  the  employers  to  general  revenues  occurred  without  a  quid 
pro  quo.  This  left  the  demand  for  the  6-weeks  continuous  wage 
payment  for  manual  workers  on  the  agenda  of  the  German 
Federation  of  Labor  1965  Action  Program. 

With  the  temporary  eclipse  of  the  sickness-insurance  reform 
through  partial  amendments,  the  issue  lost  some  of  its  urgency. 
Even  the  Social  Democratic  "Peoples  Insurance"  limits  itself  to 
demanding  sickness  insurance  for  all  aged.^  Nor  is  harmoniza- 
tion, i.e.,  adaptation  to  the  sickness-insurance  systems  of  the 
other  member  states  of  the  European  Economic  Community, 
likely  in  the  near  future.^° 

The  basic  stability  of  the  system  characterizes  all  its  main 
features.  Improvements  will,  hence,  hardly  affect  the  structure 
of  sickness  insurance  but  address  themselves  mostly  to  finding 
new  solutions  to  problems  of  long  standing.  Given  the  basic  con- 
sent of  the  body  politic,  innovations  of  the  West  German  sickness 
insurance  can  only  proceed  within  relatively  narrow  limits  to 
solve  such  eternal  but  nonetheless  quite  serious  problems  as  the 
difficulties  of  meeting  constantly  rising  costs,  or  finding  a  work- 
able relationship  with  doctors,  dentists,  and  hospitals.  Bismarck's 
novel  concept  has  met  many  serious  crises  successfully  and  justi- 
fies the  expectation  that  it  will  continue  to  do  so  in  the  future. 


^  See  Federation  of  German  Employers  Associations:  Lohnfortzahlungs- 
gesetz,  and  Memorandum  Zur  Wirtschaftlichen  Sicherung  der  Arheiter  im 
Krankenfalle,  both  Cologne,  March  1963. 

^  Die  Volksversicherung,  SPD,  1965.  p.  24;  for  a  survey  of  current  reform 
proposals,  see:  Die  Krankenversicherung  beim  Parliamentswechsel  in  Die 
Angestelltenversicherung,  September  1965,  pp.  257-59. 

10  Fritz  Kastner:  ''Harmonisierung  der  Sozialen  Krankenversicherung  im 
Rahmen  der  Europaeischen  Wirtschaftsgemeinschaft,"  Die  Ortskranken- 
krasse,  No.  10,  1965,  pp.  257-261. 
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